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GENERAL REPORT 




INTRODUCTION 


The present general report on wages forms the first of the 
three parts of the item “ wages ” which the Governing Body 
decided, at its 101st Session (Geneva, March 1947), to place on 
the agenda of the 31st Session of the International Labour 
Conference (San Francisco, June 1948). In the case of the 
other two parts of this item — the fair wages clause in public 
contracts and the protection of wages — the usual double¬ 
discussion procedure will be followed, and the Conference, after 
a first discussion in 1948, will be able to adopt in 1949 a Conven¬ 
tion or Recommendation, if it judges such action appropriate. 

The subject covered by the present report, on the other hand, 
has been placed on the agenda not with a view to the adoption 
this year of a Convention or Recommendation, or as the first 
step in a double-discussion procedure, but in order to enable the 
Conference to consider the whole field of wages policy in relation 
to economic and social policy in general. The Conference will 
thus have an opportunity of formulating a programme for future 
action by the International Labour Organisation in this impor¬ 
tant field, and of indicating in particular which aspects of wages 
policy it may wish to consider in greater detail at future sessions. 

The present report is designed to provide a basis for this 
general discussion and for the formulation of a future pro¬ 
gramme. The first eleven of its twelve chapters discuss in 
succession the nature of wages and the objectives of wage 
policy ; systems of wage payment; methods of wage determin¬ 
ation ; the general level of wages ; relative wages in different 
occupations and industries ; wages and employment; wages and 
the price level; international aspects of wage policy ; and wage 
guarantees (three chapters). The final chapter summarises 
briefly the action already taken by the Organisation in the field 
of wages and refers to a number of topics which the Conference 
may wish to consider in framing a programme for the future. 

Two memoranda on minimum income security which were 
adopted by the Iron and Steel Committee and the Metal Trades 
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Committee at their second sessions in 1947, and which the 
Governing Body decided (at its 103rd Session, in December 
1947) should be transmitted to the Conference for its inform¬ 
ation, together with the relevant extracts from the Committees’ 
proceedings, are reproduced in Appendices m and IV. Six 
other appendices contain information supplementary to the 
chapters on wage guarantees ; the texts of the Minimum Wage- 
Fixing Machinery Convention and Recommendation of 1928; 
and Part II: Wages, of the Wages, Hours of Work and Manning 
(Sea) Convention, 1946. 

Attention may be drawn finally to a resolution on the prin¬ 
ciple of equal pay for equal work for men and women workers 
which was adopted by the Economic and Social Council of the 
United Nations on 10 March 1948 and which invites the Inter¬ 
national Labour Organisation “ to proceed as rapidly as possible 
with the further consideration of this subject and to report to 
the Council on the action which it has taken This resolution, 
which was transmitted to the Director-General of the Interna¬ 
tional Labour Office by the Secretary-General of the United 
Nations on 21 April 1948, is reproduced in this report. The 
memorandum by the World Federation of Trade Unions on 
“ The Principle of Equal Pay for Equal Work for Men and 
Women Workers : Declaration of Principles on the Earnings of 
Female Labour ”, to which the Council’s resolution refers, is 
reproduced in Appendix VHI. 



CHAPTER I 


NATURE OF WAGES AND OBJECTIVES 
OF WAGE POLICY 

At the present time problems of wage policy are of great 
concern to labour, management and Governments alike ; to 
labour, because the pressure of rising prices is encroaching on 
hardly-won living standards; to management, because the 
demand for higher wages and better working conditions creates 
price, market and production problems ; and to Governments, 
because in most countries it is upon their shoulders that the 
burden finally falls of finding a solution for major problems 
of wage policy, of imposing a temporary if uneasy peace on the 
contending parties, or of winning some measure of justice for 
all sections of the community out of the conflict of opinions, 
desires and demands. 

Inflation caused by the Second World War has had far- 
reaching effects on the economic and social structure of many 
countries, and is still a great menace. Other dislocations in 
national economies consequent on the war have also to be con¬ 
tended with. However, it should be remembered that not all 
present-day economic difficulties can be attributed to the war. 
In the field of wage policy in particular the kind of problems 
which existed in the inter-war period, but were in part suspended 
or obscured by other issues during the war, are again acute; 
the determination of what constitutes a just reward for labour 
has at all times been difficult ; there are in addition, at the 
present time, new wage problems brought about by the achieve¬ 
ment of full employment in some countries and the scarcity of 
labour in certain key industries in others. 


Objectives of Wage Policy 

In any consideration of these problems and of the measures 
which might be taken to deed with them it is useful to 
distinguish the main characteristics of wages and to bear in 
mind the close relationship which must exist between the wage 
policy of any society and its general economic and social 
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objectives. The second of these topics will be considered briefly 
in the following paragraphs, and the nature and economic 
functions of wages will be discussed later in the present chapter. 

One of the chief objectives of any society is the achievement 
of maximum economic welfare. Ideally this requires first, that 
the national income shall be maximised, secondly, that the 
national income shall be divided equally among all the members 
of the economy*, and thirdly, that the national income shall 
be stable, in the sense of being free from violent fluctuations. 

However, the achievement of one of these conditions may 
prevent the full realisation of another, human society being 
what it is. For example, if the national income were distributed 
equally among all members of the community irrespective of 
their contribution to that income, many incentives for effort 
would be removed, and the maximum which could be produced 
with existing quantities of resources would not be attained. 
Again, stabilisation of the national income might be pushed to 
the point where economic progress would be slowed down or 
halted and the maximum possible national income would not be 
achieved. Some balancing of the three conditions, or a middle 
course, is therefore required. In general, it may be said that 
in any given society economic welfare will be maximised if the 
highest and most stable standard of living possible for each 
section of the community is attained in the form which the 
particular society desires. To secure this result it will be 
necessary to achieve: (1) the full employment and optimum 
allocation of all resources ; (2) the highest degree of economic 
stability consistent with an optimum rate of economic progress ; 
and (3) maximum income security for all sections of the com¬ 
munity. 


1 This second condition involves the controversial assumption that all 
members of the economy are capable of enjoying equal satisfaction from the 
consumption of the same quantity of goods and services. For a careful 
analysis based on this assumption and leading to the conclusion that, given 
time, economic welfare would he maximised by the equalisation of incomes, 
see A. C. Pigou : The Economics of Welfare, 2nd edition (London, 1924), 
pp. 79-80. Many contemporary writers on welfare economics do not admit 
inter-personal comparisons of utility and would therefore hold this second 
condition to be invalid. For recent statements of this general view see 
Abba P. Lerner : The Economics of Control (New York, 1944) and M. W. 
Reder : Studies in the Theory of Welfare Economics (New York, 1947). 
The correctness or otherwise of the view taken above on this issue does 
not, it is believed, affect the validity of the criteria or objectives listed at 
the end of the next paragraph of the text. It would have a more important 
bearing on certain parts of Chapter VI, but in this case also the soundness 
of the general conclusions reached, as guides for publio policy, would appear 
to be unaffected. 



NATURE OF WAGES AND OBJECTIVES OF WAGE POLICY 


5 


The attainment of these three conditions must therefore 
rank among the major objectives of wage policy as of other 
aspects of economic and social policy. These goals have been 
stated in the Declaration of Philadelphia as : 

full employment and the raising of standards of living ; 

the employment of workers in the occupations in which they can 
have the satisfaction of giving the fullest measure of their skill and 
attainments and make their greatest contribution to the common 
well-being ; 

policies in regard to wages and earnings, hours and other condi¬ 
tions of work calculated to ensure a just share of the fruits of 
progress to all, and a minimum living wage to all employed and in 
need of such protection. 1 

The formulation of a wage policy appropriate to the attain¬ 
ment of these objectives involves the consideration of four main 
types of problems : (1) problems of wage determination and 
payment; (2) problems of wage levels ; (3) problems of wage 
structure ; and (4) problems of wage security. 

Under the first of these headings consideration must be 
given to the advantages and disadvantages of different forms 
and methods of wage payment, including time rates, piece rate 
and other incentive systems, non-monetary elements in remu¬ 
neration, profit-sharing, and the various possible combinations 
of such methods. The methods by which the amount or level 
of wages is determined—whether under individual or collective 
bargaining or under some type of authoritative regulation— 
must also be considered. These topics are discussed in 
Chapters II and III below. 2 The second and third headings 
cover the whole range of problems involved in the determination 
of what general level of wages, and what levels of relative wages 
in different industries and occupations, are most likely to pro¬ 
mote the general objectives of economic and social policy. The 
general level of wages is discussed in Chapter IV and relative 
wages in Chapter V. The next three chapters deal with certain 
major problems which are related both to the general level of 


1 The Constitution of the International Labour Organisation as amended 
by the Constitution of the International Labour Organisation Instrument 
of Amendment, 1946, Annex : Declaration concerning the Aims and Purposes 
of the International Labour Organisation, Part III, paragraphs (a), (b) 
and (A). 

* The special problem of the measures to be taken to ensure that workers 
actually receive the wages to which they are entitled under the terms of 
their contract of employment is not considered in the present report, since it 
is discussed in detail in Report VI (c) (1): Wages: (c) Protection of Wages, 
submitted by the International Labour Office to the present session of the 
International Labour Conference. 



6 


GENERAL REPORT 


wages and to relative wages in different industries and occu¬ 
pations. Chapter VI analyses the relation of wages to employ¬ 
ment, with reference mainly to conditions in which the chief 
concern of policy is the achievement or the maintenance of full 
employment. Chapter VII, on wages and the price level, deals 
mainly with the contrasting situation, characteristic of the war 
and post-war transition periods, in which full employment exists 
and the major problem is the danger of inflation. Chapter Vm 
examines certain of the specifically international aspects of 
wage policy, which arise out of the trading and other economic 
relations between countries with different levels of wages. The 
fourth group of problems—those of wage security, with special 
reference to wage guarantees—are discussed in Chapters IX 
to XI. 

In the final chapter an account is given of the main action 
of the International Labour Organisation to date in the field 
of wages and some suggestions are offered as to the possible 
lines along which this action might be developed during the 
next few years. 

By way of introduction to the more specific analysis in suc¬ 
ceeding chapters, the nature and the economic functions of 
wages are briefly discussed below. 

Nature of Wages 

The definition of “ wages ” is not so easy as it might appear 
at first sight. To the worker wages are income, while to the 
employer they are a cost. A satisfactory definition must 
therefore cover both these aspects. It must not however be so 
broad as to include all income received by a wage-earner, for 
some elements in his income—such as unemployment com¬ 
pensation and family allowances—are not wages, though they 
may be financed largely out of contributions drawn directly or 
indirectly from wages. Nor can the term “ wages ” be limited 
to monetary remuneration, since such items as transport or 
working clothes, when provided by the employer free of cost, 
must be counted as being part of wages. Similarly, to define 
“ wages ” as the cost of the labour used in producing a certain 
quantity of goods would be incorrect. The costs of clerical and 
supervisory labour, like the cost of the services performed by 
management, are not generally regarded by economists as 
wages; some economists, however, consider that Such costs are 
fundamentally wages because clerks, supervisors and managers 
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do not own the product on which they labour. 1 On the other 
hand, if a wage-earner receives a share in profits or earns pro¬ 
duction bonuses, remuneration from such sources may be 
regarded as forming part of his wages, since it is not received 
in virtue of any capital invested in his employer’s business. 2 

The period for which labour is paid sets one limit to the 
range of payments which are commonly regarded as “ wages ”. 
If a worker is paid by the year he is considered to be in receipt 
of a salary, not wages. If he is paid by the hour or day or at 
piece rates, he is regarded as being in receipt of wages. If he 
is paid by the month he is usually looked upon as being a 
salaried employee rather than a wage-earner. 

Certain kinds of income and certain costs of production 
must therefore be excluded from any definition of wages. For 
the purpose of most of the present discussion, wages may be 
defined as the remuneration paid by an employer for the 
services of a worker who is engaged by the hour, day, week 
or fortnight. 3 This remuneration may include payment in kind 
as well as in cash ; it may be based on time rates, payment by 
results, or some combination of these ; and it may also include 
a share in profits. However, merely to define what is meant 
by “wages” does not end the matter, for the nature of wages 
cannot be fully understood without some consideration of the 
economic functions of wages. 


1 Cf. P. H. Douglas : The Theory of Wages (New York, 1934), pp. 9-11. 

* In some profit-sharing Bchemes, however, workers are allotted market¬ 
able shares or bonds. Earnings from such shares or bonds would not be 
included in any definition of “ wages ”. 

3 Cf. the following definition by the British Ministry of Labour and 
National Service : “ the payment made to workers for placing their skill and 
energy at the disposal of an employer, the method of use of that skill and 
energy being at the employer’s discretion and the amount of the payment 
being in accordance with terms stipulated in a contract of service ” 
(Industrial Relations Handbook, London, 1944, p. 172). Cf. also Professor 
Gide’s definition of wages as “ the price of labour hired and employed by an 
entrepreneur ” (Charles Gide : Principes d’Economie politioue (26th edition, 
Paris, 1931), p. 511), and the following definition by Professor Dickinson: 
“ the lower and most numerous payments by employers to hired workers, 
most of whom do manual work and are paid hourly, piece or bonus rates, 
and are subject to layoffs on short notice—and now usually receive higher 
rates of pay for overtime ” (Z. C. Dickinson : Collective Wage Determination: 
Problems and Principles in Bargaining, Arbitration, and Legislation, New 
York, 1941, p. 10). The same author defines “ salaries ” as “ the'higher rates 
of payment to hired workers, most of whom do “ white collar ” or non-manual 
work of some sort (some of it supervisory), and receive longer notice of 
layoff or discharge than do wage-earners ” ; but he points out that there is 
considerable variation in the use of both terms and that thus in practice 
“wages shade into salaries” (ibid., pp. 10-11). 
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Economic Functions of Wages 

Wages have two main economic functions. As income they 
serve to distribute the greater part of the product of industry 
among the members of the economy. As cost they influence 
the proportions in which the resources of the economy are 
allocated among the different avenues of production. 


Wages and Distribution of National Income 

The national income is distributed among the four factor's 
of production, land, labour, capital and enterprise, in the form 
of rent \ wages, interest and profits respectively. The actual 
share of the national income received by a particular individual 
may, of course, include more than one of these different forms 
of income. For example, the earnings of a working factory 
owner may consist, from the point of view of economic analysis, 
of rent, wages, interest and profit. A small business man’s 
income, similarly, is usually made up of wages and profit, 
although he may not ordinarily describe any part of his earnings 
as “wages”. Even a worker who has only his labour to sell 
may receive rent (in the technical economic sense of that term) 
as part of his income, although he too may not be aware that 
part of his wage is really in the nature of an economic rent. 
However, in the conditions which generally prevail in most 
economies, the great majority of workers receive substantially 
the whole of their share of the national income in the form of 
wages. In some countries workers receive an additional share 
of the national income in the form of social security benefits. 

The returns for one of the elements in production cannot be 
considered apart from the returns for the other elements. 
Changes in labour’s share of the national income do not affect 
workers only ; the incomes of other sections of the community 
are affected also. Even if the only immediate effect of a change 
in wages in a particular sector of the economy were to alter 


1 The term “ rent ” is here used in its technical economic sense. Economic 
rent is the surplus earned by a particular unit of a factor of production over 
and above the minimum earnings necessary to induce it to do its work. A 
unit of a factor of production can earn a rent if it is more efficient than the 
least efficient unit employed, or if the supply of the factor is scarce in relation 
to the demand for it. Thus, an efficient worker on piece rates may earn an 
efficiency rent. Similarly, in conditions of full employment, or when labour 
is in short supply, as is the case in many countries at present, wage rates 
may include an element of scarcity rent. 
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the reward of enterprise (profits) in that sector, it would not be 
long before the effects of such a change would be felt in all 
sectors of the economy (including that part of the economy in 
which the change originated) - 1 


Wages and Allocation op Economic Resources 

Changes in the returns for the various elements in production 
affect the proportions in which these elements are allocated 
among different industries. Thus, the wage received by a 
worker or group of workers in a particular industry helps to 
determine just what proportion of the total labour force is 
likely to be available for employment in that industry. Since 
it constitutes at the same time an element in the industry’s cost 
of production, it also helps to determine the quantity of labour, 
and with it the quantity of capital and other factors, that will 
be demanded by the industry. 

The general nature of the relation between changes in 
relative wages in different industries and the supply of labour 
offering in those industries is well known. If the wages offered 
in industry A rise in relation to those offered in industry B—as 
a result, for example, of an increased demand for the products 
of industry A—workers will tend to move from industry B to 
industry A. 

However, the movement of labour from industry B to 
industry A may, in fact, not take place if the costs of movement 
from industry B to industry A exceed the extra pay which 
would be received in industry A. Further, in the short run, 
it may not be possible for workers to move from the one 
industry to another at all, because quite different skills may 
be required in industry A from those needed in industry B, 
and it may be impossible or take considerable time for them 
to acquire the new skills. In the long run, however, the supply 
of labour offering in industry A will be adapted to the require¬ 
ments of that industry, because more workers will join and 
fewer will leave the industry owing to the higher wages being 
offered in it than in industry B. 

1 As Marshall says, “ it is necessary to face the difficulty of regarding 
the various elements of an economic problem—not as determining one 
another in a chain of causation, A determining B, B determining C, and so 
on—but as all virtually determining one another! ” See A. Marshall : 
Principles of Economies, 8th edition (London, 1930), Preface, p. ix; of. 
P. H. Douglas : op. oit., p. 8. 
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If, however, a movement of labour from industry B to 
industry A actually takes place, the consequent decrease in 
the labour supply of industry B will cause wages to rise in that 
industry. As a result, the movement of workers out of industry 
B will be checked, and some workers may be attracted back 
to it. These adjustments will continue until a new equilibrium 
position between the wages and the supply of labour offering 
in the two industries is reached. 

A rise in wages in industry B will raise that industry’s 
labour costs. These costs may become so high that it will pay 
industry B to install more machines instead of paying the 
higher wages necessary to attract workers back to it from 
industry A. Thus, changes in the relative levels of wages in 
different industries can affect not only the quantities of labour 
employed in those industries, but also the quantities of the 
other factors of production as well. 

In actual practice, of course, there is not a single wage rate 
for all workers in a particular plant or industry, but a variety 
of different rates for different categories of workers. Indeed, 
in some industries, such as the steel industry, the wage structure 
is very complex. It is necessary to pay workers with different 
skills at different rates, since if all workers in an industry 
were paid at the same rate there would be insufficient incentive 
to acquire special skills. In addition, some industries recognise 
differences in workers’ efficiency and output by the payment of 
piece rates or production bonuses. 

There is an important relation between such differences in 
wage rates or earnings and the level of efficiency in any 
industry. If productivity is to be maximised, the relations 
between the wages of different groups of workers must be such 
as to encourage efficiency and to attract to each occupation 
and grade of skill the number of workers required for the most 
efficient organisation of the productive process. If this con¬ 
dition is not met, productivity will be lower and costs of 
production higher than they should be. If productivity in any 
one industry is not merely lower than it should be, but lower 
relatively than in other industries, the price of its product 
will tend to be higher, sales and output less, and the industry’s 
demand both for labour and for other elements in production 
less than they would be if productivity were higher. The 
accuracy with which the structure of wage rates and earnings 
in any industry is adjusted to the demand for and the supply 
of different types of labour, and the degree of success it achieves 
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in evoking effort, may thus have far-reaching effects both on 
the rewards of labour and other factors of production in the 
industry concerned, and on the quantities of those factors which 
the industry will be able to secure in competition with other 
industries. 


2 



CHAPTER H 


SYSTEMS OF WAGE PAYMENT 

A great variety of different systems of wage payment has 
been developed in different industries and in different countries. 
All of these systems may, however, be regarded as variants or 
combinations of two fundamental principles : payment by time 
and payment by results. The systems based on payment by 
results may be classified in turn in two main groups : straight 
piece work and bonus systems. 

The following pages discuss briefly the chief characteristics 
of time rates and of the main types of systems based on payment 
by results. 1 This discussion is followed by brief accounts of 
profit-sharing and of the contract system. Neither of these is 
a system of wage payment in the ordinary sense of that term, 
but profit-sharing is of interest in this connection as a method 
of supplementing wages, and the contract system as a method 
of remunerating certain groups of woi’kers whose position is in 
many respects analogous to that of wage-earners. 


Payment by Time 

Under the time system each worker is paid a predetermined 
sum for each hour, day or week he is engaged in tasks specified 
by his employer, irrespective of the amount of work he does in 
the time. The system is thus one under which the responsi¬ 
bility for the rate of work or level of output rests in the first 
instance with the employer, and the gain or loss resulting from 


1 For more detailed analyses of the various systems of wage payment 
reference may be made to the sources listed in succeeding footnotes and to 
such works as the following: National Metal Trades Association (of 
the United States) : Methods of Wage Payment, 2nd edition (Chicago, 1928); 
National Industrial Conference Board : Financial Incentives (New 
York, 1935); A. Perren : Fes primes sur salaires dans les entreprises indus- 
trielles (Neuchatel and Paris, 1933); Z. C. Dickinson : Compensating Indus¬ 
trial Effort: A Scientific Study of Work and Wages (New York, 1937); 
C. W. Lytle : Wage Incentive Methods: Their Selection, Installation and 
Operation (New York, revised edition, 1942) ; U.K., Ministry op Labour 
and National Service : Industrial Eelations Handbook (London, H.M. 
Stationery Office, 1944); Institut de Science iSconomique appliquee : 
Salaire et Iiendement (Paris, 1947). 
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any change in the productivity of the worker is likewise assigned 
to the employer. 

This system is the one most commonly used in nearly all 
countries. Workers have generally favoured it as being 
conducive to solidarity among them, providing greater security 
of earnings than any other system, involving no undue pressure 
to " speed up ”, and carrying no threat to wage standards won 
by collective bargaining. Many employers, however, are 
opposed to the system on the ground that it fails to encourage 
efficient workers to give of their best and favours instead a 
uniform pace which may be that set by the slowest worker. 
This objection, it may be noted, does not apply in those indus¬ 
tries in which the pace is set not by the individual worker but 
by an assembly line ; in such circumstances there is little oppor¬ 
tunity for the worker to vary his output in accordance with his 
ability. Moreover, there are many occupations in which it is 
impractical to measure output in any standard unit. In such 
cases payment by time is the only feasible system. Clerical 
and supervisory workers, for example, are generally paid at 
time rates. 

Time rates in the ordinary sense are sometimes supplemented 
by guarantees of a minimum daily, weekly, monthly or annual 
rate. The guarantee corresponds to the ordinary time rate for 
a specified number of hours’, days’ or weeks’ work and becomes 
operative if the time during which the worker is actually 
employed falls short of the time guaranteed. Because of the 
widespread interest in such guarantees at the present time they 
are discussed in detail below in Chapters IX to XI. 


Payment by Results 

Under payment by results the worker is paid a wage which 
bears some fairly direct and continuous relation to his output or 
performance, or to the average output of the group of workers 
to which he belongs. The relation may be a simple one, as in 
straight piece work, or it may be capable of expression only in 
a complex formula, as in the case of certain bonus systems. It 
may assign to the worker the whole direct gain or loss resulting 
from changes in his productivity, or it may share such gain or 
loss between worker and employer in any of a wide range of 
different proportions. The system may include a guaranteed 
minimum wage, thus assuring the worker that whatever his 
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the “ speed-up ” or other forms of exploitation. 1 In certain 
others, such as the metal and engineering trades, the attitude 
of both workers and employers has varied in different 
countries; in the United Kingdom, for example, piece rates 
and other systems of payment by results are much more 
widely used in these industries than in the United States. 2 
In yet another group, including in particular the building 
trades, the workers have generally been opposed to systems of 
this kind. 3 However, where proper safeguards are applied 
in the operation of systems of payment by results, the tradi¬ 
tional attitude of opposition to such systems adopted by the 
workers in certain industries has been modified. For example, 
in the United States, the United Electrical, Radio and Machine 
Workers Union states that “ Those in the United Electrical 
Workers who are most experienced at protecting workers under 
incentive systems testify that no reason exists to fear incentives, 
provided the union polices them and maintains all the U.E. 
safeguards”. 4 * Similarly in the United Kingdom it has been 
reported that “The opposition of the unions to the indivi¬ 
dualistic character of payment by results has been modified 
by experience as it has been found that this system need not 
undermine trade union organisation. Indeed, negotiations by 
trade unions play an important part in the formulation of 
safeguards in respect of the application of the principle. ” 6 
The kinds of safeguards that have been found appropriate in 
this connection are considered further below, at the end of the 
section of this Chapter which deals with payment by results. 


1 In cotton-spinning, for example, where output and the intensity of the 
work vary according to the number of spindles the worker has to attend to, 
and the speed at which the machinery runs (conditions over which the 
individual worker has no control) piece work remuneration appears to offer 
the only guarantee that the worker will be automatically compensated for 
the increased effort required by any increase in the number of spindles or in 
the speed of the machinery. Cf. S. and B. Webb : Industrial Democracy 
(London, 1926) pp. 288-289. 

* For an interesting analysis of workers’ experience with, and attitudes 
to, systems of payment by results in various industries in the United States, 
reference may be made to Van Dusen Kennedy : op. cit. 

* In the United Kingdom, however, payment by results was adopted in 
the building trades during the war; and under the terms of a general settle¬ 
ment reached by the employers’ and workers’ organisations in the building 
industry in Ootober 1947 the employer and the operatives on each building 
site are free to adopt this system of payment if they choose to do so. 

4 United Electrical, Radio and Machine Workers or America : 

op. cit., p. 98. The initials U.E. refer to the name of the union. 

8 U.K., Ministry or Labour and National Service : Industrial 
Delations Handbook, op. cit., p. 176. 
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Since the war, systems of payment by results have, for 
various reasons, been introduced in some countries as part 
of their national wage policy. For example, in Belgium, repre¬ 
sentatives of the employers and workers in the'metal trades 
concluded an agreement on 24 December 1947 which provided 
that subject to certain conditions male and female workers 
in the metal trades are to be paid a production bonus up to 
5 per cent, of their wages. 1 In Denmark, 60 per cent, of the 
workers in the textile industry are paid by results. Of these 
workers about 14 per cent, are paid a bonus for production 
above a certain level of output in addition to an hourly wage. 
The remaining 46 per cent, are on straight piece work. In 
Norway, Sweden and Switzerland the principal method of 
payment in this industry is by straight piece work. A bonus 
system is operated in some branches of the industry in Norway 
and Sweden. 2 3 * * * * 

In certain other European countries, including Czechoslova¬ 
kia, Hungary and Poland, where it has been necessary to 
increase production greatly, the national wage policy has, with 
the concurrence of the trade unions, been based on systems 
of payment by results. For example, in Hungary, the nation¬ 
wide collective agreement concluded on 29 September 1947 
between the National Association of Manufacturers and the 
National Association of Hungarian Free Trade Unions provided 
that incentive payments begin after 80 per cent, of standard 
production is reached. For every 1 per cent, increase in output 
between 80 and 100 per cent, of standard production the worker 
is entitled to a 1 per cent, increase in his wages. For every 
1 per cent, increase in output over 100 per cent, of standard 
production the worker is entitled to a 1.25 per cent, increase 
in his wages. 8 


1 Communication from I.L.O. Correspondent, Belgium-Luxembourg, 

December 1947. 

3 International Federation of Textile Workers’ Associations : 
Questionnaire sent out by The Intel-national Federation of Textile Workers’ 
Association, Manchester, and Answers submitted by Affiliated Organisations 

(Manchester, 1947) (mimeographed), Section 16, pp. 1-2. 

3 Communication from I.L.O. Correspondent, Budapest, October 1947. 

This scheme is similar to the Emerson efficiency scheme described below 

(seepp. 26-27). According to a recent statement by theChief of the Economic 
and Statistical Service of the Trade Union Council, the piece work rates are 
to be revised in accordance with new norms of production, as it has been 
found that the former norms were inexact, in many cases being below 
true average production. The new piece rates are to be based on the output 
of the different plants in September and October 1947 (communication from 

I.L.O. Correspondent, Budapest, February 1948). 
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Even in certain industries where the nature of the operations 
makes the application of bonus schemes difficult, such schemes 
have been introduced in some countries. For example, in 
April 1946 the Tata Iron and Steel Company, Ltd., of Bombay, 
India, introduced a new wage system consisting of three main 
elements: a basic wage, based on a scientific point rating 
system ; a bonus for good attendance ; and a performance 
bonus which for average performance ranges between 50 and 
60 per cent, of the basic wage and may rise to much higher 
figures. Per capita output forms an element in the performance 
bonus formula. In addition, a profit-sharing bonus is also 
payable to employees. 1 

In the United Kingdom, a system of payment by results was 
introduced in the building and civil engineering industries 
during the war and was applied from July 1941 to March 1947, 
when it ceased to operate on the withdrawal of the Essential 
Work (Building and Civil Engineering) Order, 1941. 2 Later 
in 1947, agreed terms of settlement, covering among other 
matters the introduction of an incentive system of bonus 
payments, were accepted by the National Joint Council for 
the Building Industry. The settlement, which came into effect 
from the beginning of the pay week next following 16 Novem¬ 
ber 1947, provides that any employer may, in respect of 
work on a particular site, job, shop or factory, initiate an 
incentive system of bonus payments proportionate to the results 
achieved in performing a definite task, allotted either to an 
individual worker or to a gang of workers or to a team 
comprising all the men working on that site, on the basis of 
giving a worker of average ability and capacity a reasonable 
opportunity to achieve on such work earnings 20 per cent, 
higher than those yielded by the normal prescribed rate. After 
the appropriate target and bonus payments have been fixed, 
the bonus earnings of the individual worker are dependent 
entirely on the results achieved, and thus may prove to be 
more or less than the 20 per cent, level. These arrangements 


1 The Indian Labour Gazette, December 1946, pp. 237-238. 

* Cf. The Ministry of Labour Gazette, December 1947, p. 408. For an 
account of the provisions of this system see Ministry of Works : Memoran¬ 
dum on Payment by Results including Schedules of Trade Operations for which 
Bonus Rates have been fixed (London, H.M. Stationery Office, 1944). For a 
report on the operation of the scheme see Ministry of Works : Payment 
by Remits in Building and Civil Engineering during the War (London. H.M. 
Stationery Office, 1947). 
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are regarded as experimental, and subject to review at the 
end of two years. 1 

Interest in incentive systems as a means of increasing pro¬ 
duction and avoiding, in part, the inflationary effects of 
demands for higher wages in conditions of full employment 
and scarcity of labour has also increased in many countries 
since the war. For example, the New Zealand Minister of 
Labour announced recently that incentive payihent schemes 
operating in New Zealand are to be surveyed by the Department 
of Labour to ascertain the views of employers and trade 
unions. 2 

The differences in the extent to which payment by results 
is used in different industries are illustrated by the summary 
given in tables I and II below of the results of recent enquiries 
which covered manufacturing industries and the principal non¬ 
manufacturing industries in the United Kingdom and certain 
manufacturing and non-manufacturing industries in the United 
States. 

Twenty-six per cent, of the 5 3 / 4 million workers covered 
by the United Kingdom enquiry were paid by results. In the 
various industry groups the proportion ranged from zero in 
public utility services and 2 per cent, in transport and in 
building to 43 per cent, in textiles and 46 per cent, in metal, 
engineering and shipbuilding. Within the last-named group six 
of the twenty-one separate industries listed paid between 52 
and 54 per cent, of their workers by results. In most of the 
industries covered by the enquiry the proportion of women 
paid by results was substantially higher than the proportion 
of men so paid ; in several cases, including electrical engineering, 
electrical apparatus, cotton and hosiery, it was 60 per cent, 
or more. As compared with the position in October 1938, 
however, there was a marked drop (from 46 to 38 per cent.) 
in the proportion of women paid by results, though there 
was an increase (from 18 to 23 per cent.) in the proportion 
of men so paid. 

About 30 per cent, of the plant workers in the manufac¬ 
turing industries in the United States studied by the United 
States Bureau of Labor Statistics in 1945 and 1946 were 
paid on an incentive basis. Altogether fifty-six manufacturing 


1 Cf. The Ministry of Labour Gazette , November 1947, p. 300. 

2 The Southern Gross (Wellington, N.Z.), 24 January 1948, p. 1. 
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TABLE I. PERCENTAGES OF WORKERS IN CERTAIN INDUSTRIES IN THE 
UNITED KINGDOM WHO IN APRIL 1947 WERE PAID WHOLLY OR PARTLY 
UNDER ANY SYSTEM OF PAYMENT BY RESULTS 1 


Industry group 

Men 

(21 years 
of age and 
over) 

Youths 
and boys 
(undor 21 
years of 
age) 

Women 
(18 years 
of age 
and over) 

Girls 

(under 

18 years 
of age) 

1 

All 

workers 

Iron, stone, eto., mining and 
quarrying. 

28 

7 

2 

3 

27 

Treatment of non-metalliferous 
mine and quarry products. . 

16 

11 

23 

3 

17 

Brick, pottery and glass.... 

32 

23 

44 

33 

34 

Chemical, paint, oil, etc. . . . 

8 

6 

15 

14 

10 

Metal, engineering and ship* 
building. 

46 

38 

52 

46 

46 

Textiles. 

27 

13 

58 

44 

43 

Leather, fur, etc. 

34 

17 

23 

20 

30 

Clothing. 

27 

14 

36 

29 

32 

Food, drink and tobacco . . . 

6 

5 

19 

16 

11 

Woodworking. 

18 

10 

22 

18 

17 

Paper, printing, stationery, etc. 

4 

1 

20 

14 

9 

Building, contracting, etc. . . 

2 

0 

7 

3 

2 

Miscellaneous manufacturing 
industries. 

35 

i 

25 

42 

34 

37 

Transport, storage, etc. (exclud¬ 
ing railways). 

2 

0 

2 

8 

2 

Pubho utility services .... 

1 

0 

0 

0 

0 

Government industrial establish¬ 
ments 3 . 

10 

8 

21 

10 

11 

All the above .... 

23 

18 

38 

31 

26 


1 The Ministry of Labour Gazette, October 1947, p. 325. The figures relate to the last pay week 
in April 1947 and ore calculated on the basis of the total number employed in each industry. 

1 The numbers returned were insufficient to provide a satisfactory basis for general averages. 
• Excluding wage-earners in Admiralty establishments. 


industries covering 34,000 establishments with about 5.5 million 
workers, and eight non-manufacturing industries covering 
21,000 establishments with about 1.5 million employees, were 
surveyed. 1 In the manufacturing industries studied, incentive 
payments were most common in the clothing industry, in which 
65 per cent, of the workers were paid on an incentive basis, 
and least common in the chemical industry, in which only 
7 per cent, of the workers were so paid. In the non-manufac¬ 
turing industries studied, the proportion of the workers paid 
on an incentive basis ranged from 37 per cent, in automobile 


1 Monthly Labor Review, November 1947, p. 535, “ Incentive Pay in 
American Industry 
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TABLE II. EXTENT AND TYPE OF INCENTIVE PLANS FOE PLANT WORKEBS IN 
CERTAIN MANUFACTURING AND NON-MANUFACTURING INDUSTRY GROUPS IN THE 
UNITED STATES, 1945-1946 



Manufacturing 

Non-manufacturing 

Item 

Total 
plants 
stud¬ 
ied 1 

Cloth¬ 

ing 

Chem¬ 

icals 

Metal 

work¬ 

ing 

Tex¬ 

tiles 

Auto¬ 

mobile 

repair 

shops 

Bitu¬ 

min¬ 

ous 

coal 

(under¬ 

ground) 

Cloth¬ 

ing 

stores 

De¬ 

part¬ 

ment 

stores 

Limit¬ 

ed 

price 

variety 

stores 

Power 

laun¬ 

dries 

Percentage of all 
employees studied 
paid on an incen¬ 
tive basis .... 

30 

06 

7 

25 

39 

37 

22 

. 

28 

3 

14 

Percentage of 
establishments: 
With incentive 
systems for 
plant workers. 
Predominantly 
piece rate. . . 
Individual . . 
Group .... 
Predominantly 
bonus .... 
Individual . . 
Group .... 
With no incen¬ 
tive system. . 
Information not 
available . . . 

34 

29 

28 

1 

5 

3 

2 

66 

a 

85 

82 

81 
! i 

3 

2 

1 

15 

6 

2 

2 

3 

4 

2 

2 

94 

17 

11 

10 

1 

6 

4 

2 

83 

70 

67 

66 

1 

3 

2 

1 

30 

2 

58 

51 

51 

2 

7 

7 

2 

42 

61 

60 

68 

2 

1 

1 

39 

72 

15 

15 

B 

57 

56 

1 

28 

8 

64 

9 

9 

55 

55 

2 

36 

6 

2 

2 

j 

6 

6 

2 

94 

2 

14 

10 

8 

2 

3 

1 

86 

t 

All establishments 
studied. 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

Number of estab¬ 
lishments studied 

16,036 

2,261 

999 

6,647 

1,448 

1,399 

492 

759 

355 

1,441 

1,621 


Source: Monthly Labor Review , November 1947, p. 536, M Incentive Pay in American Industry 5 
1 Includes other manufacturing industries not shown separately. 

1 Less than 0.5 per cent. 


repair shops to 3 per cent, in limited price variety stores. 
Payments were predominantly by individual piece rate in all 
the establishments surveyed, with the exception of clothing and 
department stores, in which the individual bonus system applied 
to most workers who were paid on an incentive basis. Group 
piece work or bonus systems were not common in either manu¬ 
facturing or non-manufacturing industries. 
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Straight Piece Work System 

The simplest and most widely used of the various systems 
of payment by results is the straight piece work system, under 
which each worker is paid a predetermined sum for each 
unit (“piece”) of output irrespective of the time taken to 
produce it. The rate of payment may be fixed in terms of the 
output of the individual worker or in terms of the average 
output of the group of workers to which he belongs. 

Under this system the more a man produces, the more he 
earns; and the additional earnings are exactly proportionate 
to the extra output. The whole of the direct gain or loss 
resulting from changes in the worker’s output is thus assigned 
to him (leaving to the employer the responsibility for gains 
or losses in overhead costs per unit of output). Frequently, 
however, the exact proportionality of the system is modified in 
one respect — a guaranteed minimum wage is set (usually at a 
level well below the expected average earnings of the piece 
workers in normal conditions) in order to safeguard the worker 
against unduly low earnings due to causes beyond his control. 

Bonus Systems 

Under the various bonus systems each worker is paid 
according to his output but not exactly in proportion to it. In 
some systems the rate of payment per unit of output falls when 
the worker’s output rises beyond a certain level. In others the 
rate of payment per unit increases as the worker’s output rises. 
In the more complicated systems, the rate of payment per unit 
of output may rise through certain ranges of output and then 
decline. In a few systems the rate of payment does not change 
continuously as output increases, but changes by steps as certain 
specified levels of output are reached by the worker. Most bonus 
systems either guarantee to each worker a certain minimum 
daily payment or, by providing for payment at straight piece 
rates up to certain specified levels of output, make it possible 
for all workers to earn at least a certain minimum wage. 

As has already been noted, payment by time assigns to the 
employer all the gain or loss resulting from changes in worker 
productivity, while payment by piece work assigns all the gain 
or loss from such changes to the worker. Under the various 
bonus systems the gain or loss is shared in varying proportions 
between the employer and the worker. 
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In most of these systems the rates are fixed in such a way 
that labour cost per unit declines as output rises, and it is 
mainly in order to secure such reductions in costs that these 
systems have been devised. The fact that the rate of payment 
per unit declines as output rises also means that the conse¬ 
quences to the employer of an initial error in rate setting are 
less serious than under straight piece work. This is a point 
of some importance, in view of the fact that any reduction in 
a piece rate is apt to be regarded as unfair. Errors in fixing 
such rates are however inevitable and may have serious results. 
“ If the rates are fixed too low in the first place, discontent is 
likely to arise because the relative earnings of piece workers 
and time workers do not differ enough to remunerate the 
former for their greater exertions ; while if they are fixed at 
a level which raises the wage cost of output, the employer 
will be faced with the alternative of either reducing the rate 
subsequently or else dismissing some of his men. ” 1 Moreover, 
the market price of the product may decline; indeed, if as a 
result of the introduction of incentive payments in a particular 
industry output rises sharply, there is a considerable proba¬ 
bility that such a price decline will occur. In such circum¬ 
stances rate reductions may be inevitable. With a bonus 
system under which labour costs per unit of output decline as 
output rises, the need for such reductions will not, however, 
develop so soon as under straight piece work, and it may often 
be avoided altogether. 

It is, moreover, a characteristic of bonus systems that they 
are based on specified standards of performance, and the need 
to specify such standards provides a powerful stimulus to the 
adoption of systematic methods of job analysis, work measure¬ 
ment and rate setting. For this reason, as well as because of 
the premium they place upon efficient work, bonus systems are 
often referred to as “ efficiency wage systems ”. With the 
adoption of systematic methods of rate setting, including time 
and motion studies, the risk of serious error in fixing rates for 
new jobs is much reduced. 

As a rule, the standards of work performance associated 
with bonus systems are set, whether by rule of thumb or by 
systematic job study techniques, at levels designed to enable 
all, or almost all, workers to earn some bonus, and at the same 


1 Maurice Dobb : Wages , op, cit pp. 59-60. 
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time to provide a stimulus to effort. When a bonus system is 
first introduced the objective, therefore, is usually to enable 
workers to earn, with reasonable effort, more than they had 
previously earned under time or straight piece work and at the 
same time to bring about some reduction in production costs. 

The various types of bonus systems have been classified in 
different ways. The present report distinguishes two main 
groups: (a) premium bonus systems, which give a bonus for 
savings in the time required to perform a certain operation; 
and (b) task bonus systems, which give a bonus to workers 
who attain a certain standard of efficiency. Examples of these 
types are described below. In each case the description is in 
terms of the individual worker, but it should be remembered 
that these and other systems of payment by results may be 
applied either on an individual or on a group basis. In the 
latter case the remuneration of the individual depends on the 
average or total performance of the group to which he belongs. 
In some cases an individual bonus system is applied in certain 
departments of an undertaking and a group system in others, 
in order to place all workers on a comparable basis even if the 
individual output of some of them cannot be measured. 1 

Finally, examples are given of “ safeguard ” clauses in 
collective agreements which have been found desirable in various 
cases where bonus systems are in use. 

Premium Bonus Systems 
The Halsey and Halsey-Weir Systems. 

Under the Halsey and Halsey-Weir systems a standard time 
is allowed for the completion of a certain piece of work or job. 
If the work is done in exactly this time, the worker will be paid 
a wage equal to the hourly or daily rate for this amount of 
time. If the work is done in less time, the worker will be paid 
at the ordinary rate for the time taken and will receive in 
addition a percentage of the time saved as a bonus. The bonus 
amounts to one-third of the time saved at the ordinary hourly 
rate in the case of the Halsey system, and one-half in the case 
of the Halsey-Weir system. Thus under the Halsey system the 
wage equals time taken plus one-third time saved; and under 


1 For discussions of the special problems connected with group bonus 
sohemes see C. W. Lytle : op. cit., Chap. 10 ; and Z. C. Dickinson : Compen¬ 
sating Industrial Effort (New York, 1937), Chap. 14. 
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the Halsey-Weir system the wage equals time taken plus half 
time saved. For example, if the hourly wage rate is six money 
units and the standard time for a job is ten hours, a worker who 
does it in seven hours will receive a payment of 42 money units 
plus (a) in the case of the Halsey system, a bonus payment for 
one hour at the ordinary hourly rate for the three hours saved 
(six money units) or a total of 48 money units for seven hours’ 
work (6.9 money units per hour) ; or (b) in the case of the 
Halsey-Weir' system, a bonus payment for one-and-a-half hours 
at the ordinary hourly rate for the three hours saved (nine 
money units), or a total of 51 money units (7.3 money units 
per hour). 

The Rowan System. 

Under the Rowan system a standard time is also allowed 
for the completion of a certain job, and a bonus is similarly paid 
for any time saved. The bonus takes the form of a percentage 
which is added to the worker’s ordinary hourly rate. This 
percentage is equal to the proportion which the time saved forms 
of the standard time. For example, if a worker’s performance 
and ordinary hourly rate are the same as in the illustration 
given in the preceding paragraph, the bonus percentage will be 
30 per cent., since the standard time is ten hours and the time 
saved is three hours. The worker will be paid for the time 
taken to do the job (seven hours) at his ordinary hourly rate 
(six money units) plus 30 per cent. The rate at which he will 
be paid is thus 7.8 money units per hour ; and his total pay will 
be 54.6 money units. 

Under the Halsey, Halsey-Weir and Rowan systems, the 
worker will, in the circumstances detailed above, be paid at 
hourly rates of 6.9, 7.3 and 7.8 money units respectively. The 
Halsey system appears to be the least, and the Rowan scheme 
the most liberal of the three schemes. However, it should be 
noted that while a worker can never double his earnings under 
the Rowan system, earnings will be doubled, for example, under 
the Halsey-Weir system when the time saved reaches two- 
thirds. The Rowan system is thus more liberal than the other 
two systems in the early stages of speeding-up, but not so liberal 
in the later stages. 1 

1 Cf. C. W. Lytle : op. cit., pp. 202-210 and 257-265 ; Maurice Dobb : 
op. cit., pp. 61-62 ; and Industrial Relations Handbook, op. cit., pp. 179-180. 
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Task Bonus Systems 

The task bonus systems are similar to the premium bonus 
systems in that both types set a certain standard or “ task ” 
on the basis of which the bonus payments, if any, are calculated. 
The standards set by the task bonus systems are, however, 
determined by scientific evaluation of what the average worker 
should be able to do in a certain time. Further, under a task 
bonus system a substantial bonus is payable to workers who 
reach a certain standard of efficiency. 

The Taylor Differential Piece Work System. 

Under the Taylor differential piece work system, a worker 
who reaches or exceeds the standard day’s output as determined 
by scientific methods is paid at a higher piece rate than workers 
who fail to reach the standard. Further, this higher rate is 
increased with each increase in the worker’s output. 

The Gantt System. 

Under the Gantt system the “ task ” is set very high, often 
as much as double normal output, but the bonus which is paid 
for reaching the “ task ” is correspondingly high, for example, 
50 per cent, of the ordinary hourly rate. The workers who do 
not reach the “ task ” get only a guaranteed minimum wage. 

The Emerson Efficiency System. 

The Emerson efficiency system is similar to the Gantt 
scheme, but the “ task ” is not set so high, being designed for 
the average worker. The bonus is also smaller, but increases 
gradually as the worker reaches the “ task ”. Thus, a worker 
who reaches the “task” is regarded as being 100 per cent, 
efficient. The bonuses begin at 66 per cent, efficency and a 
small bonus is paid for increases in efficiency from 67 per cent, 
upwards, until at 90 per cent, efficiency the bonus is 10 per cent, 
of the ordinary hourly rate. For every 1 per cent, increase in 
efficiency beyond 90 per cent. 1 per cent, is added to the bonus, 
until at 100 per cent, efficiency a bonus of 20 per cent, of the 
ordinary hourly rate is earned. 

It can be seen that these three systems reward the efficient 
and penalise the inefficient worker. The penalty is generally 
least in the case of the Emerson efficiency system unless a 
worker’s efficiency is very low, in which case the Taylor system 
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is most severe, because under this system the worker is paid by 
piece irate for all levels of output. 1 Legislation in many coun¬ 
tries, however, ensures that a worker on piece rates is paid a 
certain minimum hourly or daily wage. 

Safeguards 

Certain safeguards have been shown by experience to be 
desirable in order to ensure that systems of payment by results 
may operate in an equitable manner. A recent study of incen¬ 
tive wage provisions in collective agreements in the United 
States notes the following principal safeguards: 

(1) participation [of the trade union concerned] in rate setting 
either by joint negotiation of new rates before they are put into 
effect, or by appeal through the regular grievance procedure if 
incentive rates are found to be unsatisfactory ; (2) guaranteed 
minimum rates and maintenance of a normal incentive differential 
above the base rate ; (3) guarantee of earnings when a worker’s 
output is reduced through no fault of his own, such as machine 
breakdown, transfers at the request of management, work on 
unrated operations ; (4) assurance that rates will not be cut 
unless changed conditions warrant such adjustment; and (5) provi¬ 
sion for computing extra pay on a daily basis so that poor days do 
not reduce extra pay earned on days when the workers exceed the 
standard. 2 

The following are examples of collective agreement provi¬ 
sions covering these points: 

(1) Union participation in establishing or changing incentive 
rates. Piecework prices shall be settled by the price committee 
and each employer in the association, in conferences which are to take 
place outside of the regular working hours of the shop, and at such 
times as are agreed upon by the committee and the employer ; such 
piecework prices so fixed and agreed upon shall be reduced to 
writing, and copies of such writing shall be delivered to each party 
and to the office of the union and shall be final and binding upon 
both; whenever piecework prices cannot be agreed upon by the 
committee and the employer, such dispute, in the first instance, 
shall be referred to a representative of the union and the association ; 
if such representatives fail to agree, the matter shall be referred 
within forty-eight (48) hours to the impartial chairman who shall 
have the right to take such evidence and order such tests to be made, 


1 Cf. C. W. Lytle : op. oit., pp. 111-120, 179-193 and 271-276 ; Maurice 
Dobb : op. cit., pp. 63-64; and Industrial Eolations Handbook, op. oit., 
pp. 177-179. 

* U.S. Department of Labor, Bureau of Labor Statistics, Indus¬ 
trial Relations Branch: Incentive Wage Provisions (preliminary draft, 
mimeographed) (Washington, D.C., April 1947), p. 4. Cf. U.K., Ministry 
of Labour and National Service : Industrial Relations Handbook, op. 
at., pp. 176-176. 
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procure such data, and take such other steps as in his discretion may 
be necessary in order to reach a just and lair conclusion as to such 
dispute, and the decision then made by the impartial chairman shall 
be binding upon all parties hereto ; pending determination of such 
dispute, however, all garments shall be put in production with the 
understanding that the piecework price thereon shall be settled and 
fixed before the next ensuing pay day ; workers shall not be required 
to make garments if not settled as stipulated above. 1 

(2) Guaranteed minimum earnings . The union and the 
company have agreed that all job classifications shall carry minimum 
weekly full time, full job rates of pay mounting to 100 per cent, 
of the present base rates of pay. Each individual employee working 
at piece rates shall be guaranteed weekly earnings equal to this 
minimum weekly rate. The, guarantee of minimum earnings to 
this minimum weekly rate. The guarantee of minimum earnings to 
piece rate workers shall not apply to learners or handicapped 
employees and this clause shall not preclude the exception of 
substandard operatives upon agreement between the company and 
the union. 2 3 

(3) Guaranteed earnings under special conditions . In addition 
to the daily guarantee, incentive workers are paid their guaranteed 
hourly rate in the following instances : (i) lack of sufficient stock 
or breakdown ; (ii) unrated operations or operations under develop¬ 
ment ; (iii) during the establishment of production standards ; (iv) 
call in pay ; (v) visit to first aid room or to company doctor during 
regular working hours ; (vi) actual time lost due to grievance or 
negotiation meetings. 8 

(4) Protection against rate cutting . The company will 
continue to establish incentive rates on all production and main¬ 
tenance jobs where it has been the practice to provide incentive 
earnings for employees. Once an incentive rate has been established 
as fair, after a fair trial period under normal operating conditions, 
there shall be no reduction in such rate during the term of this 
agreement, unless there is sufficient change in the operation to 
substantially change job duties or requirements. 4 

(5) Period for computing earnings. When a piece worker has 
finished a job, his earnings therefrom shall not be used to build up 
subsequent jobs on which he fails to make guaranteed base rate. 5 

In addition to such safeguards relating specifically to wages, 
collective agreements covering systems of payment by results 
may contain safeguard provisions relating to the methods to be 
followed in the time and motion studies on the basis of which 
standards of work performance are established. 

1 U.S. Department or Labor, Bureau of Labor Statistics, Indus¬ 
trial Relations Branch: Incentive Wage Provisions (preliminary draft, 
mimeographed) (Washington, D.C., April 1947), p. 11. 

• Ibid., p. 27. 

3 Ibid., p. 35. 

4 Ibid., p. 23. 

6 Ibid., p. 43. 
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Profit-Sharing 

• Profit-sharing is a method of industrial remuneration under 
which an employer undertakes to pay his employees a share in 
the net profits of the enterprise, in addition to their regular 
wages. Thus defined, profit-sharing does not include bonuses 
or gratuities given at the discretion of the employer. A brief 
reference to these and -to certain types of bonuses required by 
law in certain countries is made, however, at the end of this 
section. 

Profit-sharing as a form of financial incentive in industry 
dates back at least to 1820 in France, to the 1860’s in England, 
and to 1869 in the United States. 1 It has been tried in a wide 
range of industries, but in most countries the number of 
schemes started has been small in comparison with the total 
number of firms engaged in industry as a whole. In most 
countries, arrangements to share profits are a matter for 
voluntary agreement between employers and employees, but in 
Venezuela 2 Brazil 8 , and certain other countries profit-sharing 
is required by law. 

Genuine profit-sharing has three fundamental elements : (1) 
the amount to be distributed among participants depends princi¬ 
pally on the earnings or net profits of the undertaking 
concerned ; (2) the proportion of profits to be distributed in 
this way is determined in advance ; and (3) the benefits of the 
plan are extended to a substantial proportion, usually at least 
one-third, of the ordinary wage-earning or salary-earning 
employees. 

In introducing profit-sharing schemes, employers have had 
in mind a variety of objectives, including the promotion of 
industrial efficiency and the stabilisation of the working force ; 
the elimination of labour unrest and strikes ; the elimination of 
waste in the use of materials and equipment; the improvement 
of administration and supervision ; publicity for the firm ; and 
the realisation of some measure of social justice for the workers. 


1 Cf. B. W. Stewart and W. J. Couper : Profit-Sharing and Stock 
Ownership for Wage Earners and Executives (New York, Industrial Relations 
Counselors Inc., 1945), p. 5. 

* Labour Code Act, 1936, as amended 1945, Chapter II, Division II 
(I.L.O.: Legislative Series, 1945, Ven. 1). 

* Provision is made for compulsory profit-sharing in the new Constitution 
of the United States of Brazil promulgated on 18 September 1946. See 
International Labour Review, Vol. LV, Nos. 3-4, Maroh-April 1947, p. 283. 
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Profit-sharing usually takes one or more of the following 
forms : (1) cash payments are made to eligible workers at the 
end of specific periods; or (2) participation is deferred by 
placing the profits which are to be divided in a savings account, 
provident fund or annuity fund for the benefit of the eligible 
workers; or (3) payment is made by the allotment of shares of 
stock to eligible workers. The third form is sometimes described 
as “ labour co-partnership 

Sharing profits by means of cash payments is the most com¬ 
mon of the three methods. Profit-sharing by this method 
accounts for about two-thirds of the plans introduced in the 
United Kingdom, and a large percentage of those in the United 
States. 

Deferred participation has been prominent in France. In 
some establishments it takes the form of placing the bonus in 
an account on which the employee may draw at any time on 
short notice. More often, however, the amount is placed to the 
worker’s credit in a provident or superannuation fund and can¬ 
not ordinarily be withdrawn while the worker remains in the 
employ of the company. Frequently each worker’s bonus is 
retained partly or wholly for investment in the enterprise, 
bearing interest of from 3 to 6 per cent. The accumulations are 
usually payable to the employee upon his reaching a certain age 
after a stated period of service or in the event of a serious 
emergency such as a protracted illness. Usually workers who 
leave the employ of the company, go out on strike, or are 
dishonourably discharged, do not participate in the benefits, 
although in some plans any employee who leaves on account of 
ill health or for some other good reason receives a part of the 
amount standing to his credit. 

The third type of profit-sharing provides for the issue of 
stock to employees, in some instances without any payment by 
the employee, in recognition of superior service for a specified 
term. A number of plans provide for the issue of stock to 
employees at a price below the market rate, payments being 
made In instalments. In some schemes, employees holding 
shares are given a cumulative preferred dividend. In others, 
the workers are given certificates from which they receive 
dividends without holding regular shares. These certificates 
are not marketable in the same way as shares held by ordinary 
investors. Where shares are issued free or on favourable 
terms, there is ordinarily a maximum limit to the number of 
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such shares set aside for this purpose. The number of shares 
which each worker is allowed to possess varies greatly, but 
usually bears some relation to the earnings of the individual 
concerned. The transfer of shares, except to fellow employees, 
is usually prohibited, but companies generally agree to purchase 
such shares in the event of the owner’s death or separation from 
employment. Shares purchased by employees do not always 
carry voting rights, but when employees hold a considerable 
amount of stock they are often granted representation on boards 
of directors. 1 

The amount of the profits distributed among employees, 
usually in proportion to their annual earnings exclusive of 
overtime, generally consists of a certain percentage of the net 
profits for the preceding year, although in some cases the 
apportionment is made on the basis of the net profits for each 
quarter or half year. A deduction is sometimes made for time 
lost through illness, while a reduced bonus is usually paid to 
employees whose earnings are below a certain level or who 
have a service record which does not reach the required stan¬ 
dard. In the United Kingdom the amount of profits distributed 
by the various profit-sharing schemes has ranged from 5 to 50 
per cent, of the net profits, while in the United States the 
amount has averaged about 12 per cent, of annual wages. 2 

In addition to profit-sharing as defined above, there are many 
cases in which employers pay miscellaneous bonuses or gratui¬ 
ties to their workers in addition to regular wages. Some firms, 
for example, set aside in prosperous years a certain sum or a 
certain proportion of profits for distribution among their 
employees. The distinguishing characteristic of such payments 
is that they are paid at the discretion of the employer and are 
not determined by any contractual relation or subject to collec¬ 
tive bargaining. 

In some cases, however, the rules governing the amount and 
distribution of the bonus are announced in advance and are 
adhered to over long periods, and workers come to count on 
such payments as a recognised part of the “ net advantages ” 


1 Cf. B. W. Stewart and W. J. Couper : op. cit.. Chapters II and V. 

1 Cf. G. 8 . Watkins and P. A. Dodd : Labor Problems (New York, 
1940), pp. 788-774. For surveys of recent developments in profit-sharing 
in the United States, see U.S. Bureau of Internal Revenue : Prevalence 
oj Profit-Sharing arid Pensions Schemes as at 30 June 1947 (Washington, 
D.C., 1947); and Business Week, 8 November 1947, pp. 100-104, “Profit- 
Sharing Up ”. 
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of working for the undertaking concerned. A bonus may be 
paid, for example, each week, month or year to all workers in 
a plant or firm in proportion to their earnings and to total output 
or to the price of the product. In such circumstances the prac¬ 
tical* effect of the scheme may be similar to that of genuine 
profit-sharing. One of the best known of these schemes is the 
Lincoln incentive system, under which workers are paid by 
piece work, but receive a bonus at the end of each year; the 
total amount distributed as bonuses is the sum which is left 
after taxes, dividends and reserves have been deducted from 
the profits for the year. 1 

Finally, it may be noted that in some countries it is custo¬ 
mary to grant employees a Christmas bonus, which is usually a 
sum equal to a certain percentage of the regular wage, salary or 
earnings of each employee during the year. For example, in the 
United States approximately one-third of the manufacturing 
and two-fifths of the non-manufacturing organisations studied 
by the Bureau of Labor Statistics in 1945 and 1946 paid their 
workers Christmas bonuses. 2 In some other countries all 
firms are compelled by law to pay a Christmas bonus to their 
employees. For example, in Argentina each worker must be 
paid a Christmas bonus amounting to one-twelfth of his yearly 
earnings. 3 In Bolivia, a Decree issued by the Council of 
Ministers on 2 October 1947 stated, infer cilia, that commercial 
and industrial undertakings which made net profits during the 
years 1945 and 1946 are under an obligation to pay annual 
bonuses to their salaried and wage-earning employees on the 
basis of one month’s salary to the salaried employees and 
fifteen days’ wages to the wage-earners, in accordance with the 
Act of 22 November 1945 and the General Labour Act and rules 
issued thereunder. 4 


1 Cf. James F. Lincoln : Lincoln's Incentive System (New York, 1946); 
Haute salaires, has prix de revient: Une experience amtfricaine rfassie (Paris 
1948); The Industrial Relations Forum of the Conference of Economic Groups 
(Tulsa, Oklahoma), December 1947, pp. 3-4, “Incentive Management’*; 
and Partners, January 1948, “ There muse be Incentives ”, by J.F. Lincoln 
(Chicago, 1948). 

* Cf. Monthly Labor Review, Ootober 1947, pp. 461-462. 

3 Legislative Decree No. 33302/46 of 20 December 1946 ( Boletin Oficial, 
No. 15373, 31 December 1945) given force of law by Act No. 12921 of 31 Dec¬ 
ember 1946 (Boletin Oficial, 27 June 1947). Cf. International Labour Review, 
Vol. LIII, Nos. 3-4, March-April 1946, p. 247. 

4 Communication from the I.L.O. Correspondent in La Paz, October 
1947. 
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Contracting and Sub-Contracting 

Under the contract system, individual workers or groups of 
workers contract to do a certain amount of work for a certain 
price. Since the contract in question is not a contract of 
service, and the relationship involved is not one of employer and 
employee, the price agreed upon is not, strictly speaking, a wage 
and the contract system is not a system of wage payment. It 
is, however, mentioned briefly at this point because of its 
importance in certain trades, the fact that the position of the 
workers involved is in many respects analogous to that of wage- 
earners, and the fact that historically the contract system has 
often proved the forerunner of systems of wage payment by 
results. 

Contracting and sub-contracting are common in the garment 
manufacturing industry, where home workers perform certain 
operations upon partly manufactured garments, or even make 
complete garments for a sum agreed upon in the contract or 
sub-contract. Generally speaking, the majority of those 
engaged in such work are women, although sometimes whole 
families, including children, take part in it. As is well known, 
the system is one which lends itself readily to “ sweating ” and 
exploitation, and one of the earliest objectives of factory and 
minimum wage legislation was to eliminate such exploitation. 
This was also one of the main purposes of the Convention and 
Recommendation concerning minimum wage-fixing machinery 
adopted by the International Labour Conference in 1928. 1 In 
many countries, as a result, home workers and others engaged 
under systems of contracting and sub-contracting are given 
some measure of protection. 2 Further action of this kind 
would, however, appear to be desirable, especially where, as in 
many Asian countries, larger numbers of people are engaged in 
home work than in industrial establishments. 3 

A special form of contracting, known as the group or 


1 For the texts of this Convention and Recommendation see Appendices 
V and VI of the present report. Cf. also International Labour Office : 
The International Labour Code (Montreal, I.L.O., 1941), p. 47, notes. 

* Cf. International Labour Office : The Law and Women's Work 
(Geneva, I.L.O., 1939), pp. 374-376, 380-381, and Chapter III, Appendix; 
and The Minimum Wage: An International Survey (Geneva, I.L.O., 1939), 
pp. 61-67, 67-71, 91-93 and 180-182. 

* Cf. The Economic Background of Social Policy incltiding Problems of 
Industrialisation, Report IV, Preparatory Asian Regional Conference of the 
International Labour Organisation (New Delhi, I.L.O., 1947), pp. 66-63. 
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co-operative contract system, is found in certain industries, 
notably the construction industry, in some countries. The main 
features of this system as it operates in New Zealand have been 
described as follows: 

The method' of payment and of organising work known as 
co-operative contracting... is chiefly used where groups of workmen 
are employed In the construction of such public works as roads, 
railways and hydro-electric schemes, though it is also found on a 
small scale in the mining industries, in the sawmilling industry 
for extracting timber from the bush, and in a few instances in the 
meat-freezing industry. The method is one of payment according 
to the output of a group, but, unlike a group piece wage, each contract 
is negotiated separately, no standard piece rate being possible on 
most of the work to which it applies. Moreover, it is distinguished 
from other forms of collective payment by results, because the 
discipline of the group is left entirely to the members of it. They 
select their own leader who negotiates the contract, decide who 
shall belong to the group, and share the collective payment among 
themselves in what manner they please. The organisation of the 
work also is left to the group. The employer provides the necessary 
tools and equipment and a detailed plan or specification of the 
work, but he does not supervise the workmen, apart from seeing 
that the work is carried out according to specification . 1 

The group or co-operative contract system appears to have 
worked well at least in certain cases. The number of industries 
to which it can be applied is, however, limited. A further 
difficulty is that in certain types of work it is not easy to control 
the quality of the work performed. 


Conclusions 

While it is not the purpose of the present report to make 
recommendations, certain of the conclusions which emerge from 
the foregoing brief survey of systems of wage payment may be 
briefly noted. 

No one system of wage payment can be regarded as being 
the best for all conditions. Each has its own particular 
advantages and disadvantages. In some cases a combination 
of two or more of the systems described above may give the 
greatest satisfaction to both employers and employees. 

1 A. E. C. Hare : Industrial Relations in New Zealand (London, 1946), 
pp. 123-124. Cf. International Labour Review, Vol. LI, No. 2, February 1946, 

9 >, 167-190, “ Co-operative Contracting in New Zealand ”, by A. E. C. 

are ; and New Zealand Waterfront Control Commission : Annual 
Report and Accounts for Period 1 April 1941 to 31 March 1945 (Wellington, 
1946), pp. 4-6, 16, 20-74. This report contains interesting detailed statistical 
information on the results of the co-operative contract system in the water¬ 
front stevedoring industry in New Zealand. 
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Whichever system is adopted, it is important that it should 
be applied in such a manner that the worker will be able to 
calculate his own wages. Simplicity is important for both 
employer and employee. In the case of payment by results 
certain special safeguards are generally desirable. When any 
new system is introduced, or a major change is made in an 
existing system, its successful application will be greatly facili¬ 
tated if care is taken in advance to ensure that it is fully under¬ 
stood by both management and workers. 

Finally, it may be suggested that in the selection of systems 
of wage payment, as in other aspects of wage policy, consi¬ 
deration should be given to their relation to the general 
objectives of wage policy discussed in Chapter I above. 




CHAPTER m 


FACTORS IN WAGE DETERMINATION 

In the conditions of the modem economy, wages are fixed in 
three main ways: by individual bargaining; by collective bar¬ 
gaining ; or by authoritative regulation. In many countries 
individual bargaining, collective bargaining and authoritative 
wage-fixing are all to be found in operation in different indus¬ 
tries or occupations. For example, in the United Kingdom in 
July 1946 the wages of 61 per cent, of all insured workers were 
set by voluntary collective bargaining (including the Whitley 
system of national joint industrial councils), about 30 per cent, 
by wages councils or wages boards, which are statutory wage¬ 
fixing bodies, and the remainder by individual bargaining. 1 

At different stages in the development of economic thought 
various theories have been advanced to account for the wage 
levels which prevail in different industries under different condi¬ 
tions of bargaining and wage-fixing. The main elements in 
these theories may be summarised as follows: 

Subsistence theory. Wages are determined by the cost of 
providing subsistence for the workers. 

1 Cf. Planning , Vol. XIV, No. 272, 3 October 1947, pp. 101-119, “ The 
Framework of Collective Bargaining ”. The wages of 4,665,000 workers, 
or 31 per cent, of all insured workers, in the United Kingdom in July 1946 
were determined by voluntary collective bargaining between the employers* 
and workers* organisations of six key industries, namely, coal, iron and steel, 
engineering and shipbuilding, building and civil engineering, cotton, and 
railways. A further 30 per cent., i.e., 4,500,000 workers, were in industries 
covered by the voluntary Whitley system of national joint industrial councils. 
These industries included the brick, wool and worsted, hosiery, boot and 
shoe, printing, pottery, dock, chemical and shipping industries, national 
and local government services, and certain branches of retail distribution. 
These 4,500,000 workers had their wages determined either by voluntary 
collective bargaining independently of the national joint industrial councils 
(as in the case of the boot and shoe, printing, and pottery industries) or by 
the use of the machinery of these councils for the negotiation of voluntary 
wage agreements. Cf. U.K., Ministry of Labour and National Service : 
Industrial Relations Handbook (London, H.M. Stationery Office, 1944), 
Sections II, III, VIII and XII; and J. H. Richardson : Industrial Relations 
in Great Britain (Geneva, I.L.O., 1938), Chap. IV. For an account of the 
Whitley system, see Ministry of Labour and National Service: op, 
cit ., pp. 28-106 ; and J. H. Richardson : op. cit ., pp. 132-141. For a complete 
list of industries in the United Kingdom which had national joint industrial 
councils in 1944, see Ministry of Labour and National Service : op. cit. t 
pp. 204*231. 
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Wage fund theory. After rent and raw materials are paid 
for, a definite amount remains for labour. The total wage fund 
and the number of workers determine the average worker’s 
share in the form of wages. 

Residual claimant theory. Wages represent the amount of 
value created in production that remains after payment has been 
made to all productive factors other than labour. 

Standard of living theory. Wages are determined by the 
standard of living of the wage-earners. 

Demand and supply theory. Wages depend upon the demand 
and supply of labour. 

Marginal productivity theory. A refinement of the demand 
and supply theory; wages are determined by the value of the 
net product of the marginal unit of labour employed. 

Bargaining theory. Wages are determined by the relative 
bargaining power of workers or trade unions and employers. 1 

Most economists now confine their explanation of the deter¬ 
mination of wages in a modem free labour market to a combi¬ 
nation of the marginal productivity theory and the bargaining 
theory. Even where the labour market is not free and the 
wage rates for different occupations are fixed by wage boards 
or other wage-fixing authorities, the marginal productivity 
theory helps to explain the limits within which it is practicable 
for such authorities to fix particular wage rates. 

In the following pages the determination of wages by indivi¬ 
dual bargaining, by collective bargaining and by authoritative 
regulation is briefly analysed in terms of the marginal produc¬ 
tivity and bargaining theories. 


Determination of Wages by Individual Bargaining 

When wages are determined by individual bargaining each 
individual worker bargains separately with his employer. The 
way in which wages are determined by such bargaining can be 
understood more clearly on the alternative assumptions of the 
existence of the two extreme conditions of perfect competition 


1 Cf. Maurice Dobb : Wages (London, 3rd edition, 1947); Paul H. 
Douglas : The Theory of Wages (Mew York, 1934); Edmund Whittaker : 
A History of Economic Ideas (New York, 1940), pp. 571-607 ; and J. E. Wal¬ 
ters : Personnel Relations (New York, 1945). 
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and monopsony in the labour market. 1 It is also assumed for 
the purposes of this part of the discussion that perfect competi¬ 
tion prevails in the markets for the products of industry, and 
that every worker in a given category is of equal skill and 
efficiency. 


Determination under Conditions of 
Perfect Competition 

Perfect competition prevails in a market (1) when there is no 
artificial restriction upon the movement of factors of production 
from occupation to occupation in search of the highest reward ; 
and (2) when no single unit of control — i.e., no single individual 
or company which is deciding to buy or to sell something — can 
by its own action appreciably affect the price of the thing bought 
or sold. 

The first condition implies that there are no artificial restrictions 
preventing labour from moving from a low paid to a highly paid 
occupation, or preventing owners of capital and land from lending 
these factors to those producers who offer the highest rate of interest 
or rent, or preventing producers of raw materials from selling their 
products to those who offer the highest price for them, or preventing 
new producers from setting up a firm in any industry in which 
abnormally high profits are to be obtained. . . . 

The second condition requires that the three following condi¬ 
tions must be satisfied : fa) there must be a large number of 
independent sellers ; (b) there must be a large number of indepen¬ 
dent buyers ; and (c) the market for the commodity must be perfect 
in the sense that every buyer must buy from the seller who is 
offering the lowest price and every seller must sell to the buyer 
who is offering the highest prices. 2 

The condition that there must be a large number of inde¬ 
pendent sellers is satisfied as far as a labour market is concerned 
when there is individual bargaining. Such a situation is typical 
of the labour market for a few industries of all countries and 
for most industries of some countries. The other conditions, 


1 The meaning of the term “ perfect competition ” is explained above. 
“ Monopsony ” is a term having the same meaning in the held of buying as 
monopoly has in the field of selling. A monopsonist is a single buyer. Thus 
monopsony exists in a labour market when there is a single buyer for the 
labour offering in the market. 

Perfect competition does not exist in real life, but an assumption of the 
existence of this condition facilitates and clarifies the somewhat arid discus¬ 
sion of the theories of wage determination. Monopsony may exist in real life 
in certain circumstances, as is explained below. For a full theoretical 
explanation of the problems raised in the next few pages see Joan 
Robinson : The Economies of Imperfect Competition (London, 1933) 
especially Books VIII and IX. 

* J. E. Meade : An Introduction to Economic Analysis and PoUoy (Oxford, 
1936), pp. 96 and 126. 
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(b) and (c) above, do not generally exist in the labour market 
in real life, but it is convenient for purposes of theoretical 
exposition to begin by assuming that they do. 

On the assumption that perfect competition exists in the 
labour market and in the product market, and that every worker 
of a given category is of equal skill and efficiency, it can be 
stated as a preliminary proposition that every worker in that 
category Will receive a wage equal to the value of the marginal 
product of that type of labour. 1 Some explanation of this 
proposition is desirable in order that its implications may be 
clearly understood. 

The marginal product of labour in any industry is the 
amount by which the output would be increased if one more man 
(or one more man-hour of labour) was employed while the 
quantities of the other factors of production employed in the 
industry remained constant. The value of the marginal product 
of labour is the price at which the marginal product can be 
sold in the market. Under conditions of perfect competition in 
the labour market an employer will continue to employ more 
and more men (or more and more man-hours of labour) until 
the value of the product of the last man (or last man-hour of 
labour) he employs (the marginal product) is equal to the 
wage 2 he must pay in order to obtain the services of this man. 
The employer has to pay the market wage, because under condi¬ 
tions of perfect competition there are many independent 
employers all bidding against one another for the services of 
labour, and no one employer can influence the size of the wage 
by his own actions. 

If wages are raised in industry A to a level that is higher 
than those in industry B, workers will tend to move into 
industry A. Now the marginal product of labour in industry A 
will fall as men move into this industry from industry B, if the 
quantities of the other factors of production employed in the 


1 This proposition has to be modified in Certain respects, as will be seen 
shortly. The effects of the removal of the assumption that perfect compe¬ 
tition exists in the market for the product of labour are examined below. 

* In technical language, an employer will continue to employ more men 
(or more man-hours of labour) until the value of the product of the last 
man (or man-hour) he employs is equal to the marginal or additional cost 
of employing the last man (or man-hour). If competition in the labour 
market is perfect, the marginal cost of labour is always equal to the wage 
rate, which remains the same no matter how many men the employer may 
engage. (Cf. table III, below.) 
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industry remain constant. 1 Further, under conditions of 
perfect competition in the product market the price which can 
be obtained in the market for each unit of the output of indus¬ 
try A will fall as output increases. For both these reasons, 
therefore, the value of the marginal product of industry A will 
continue to fall as men move into the industry from industry B 
until the value of the marginal product of labour in both indus¬ 
tries is the same, that is, until the wages in each industry are 
the same. 

Similar reasoning can be applied to the whole labour market 
of an economy and to the other factors of production. Thus, it 
can be shown that each factor will be substituted for the other 
until the value of the marginal products of all the factors 
(including labour) is the same throughout the economy, irres¬ 
pective of the quantity of each factor which is employed. 2 

At this point, a simplification in the analysis must be 
removed. So far it has been assumed that the quantities of the 
other factors of production remain constant while the quantity 
of labour increases. This is a simplification, as in real life the 
quantities of other factors of production will generally be 
increased if the quantity of one factor is increased, though this 
may not be true in the short run. To allow for this fact, the 
term “ marginal net product of labour ” should be substituted 
for the term “marginal product of labour” which has been 
used so far. The “ value of the marginal net product of labour ” 
may be defined as being the value of the amount by which 
output would be increased by employing one more man (or man¬ 
hour) with the appropriate addition of the other factors of 
production, less the addition to the cost of the other factors 
caused by increasing the quantities of the other factors. 3 

The preliminary proposition set out above 4 may therefore 
be restated as follows : under conditions of perfect competition 


1 That this is so can he seen from the fact that the output per man is 
less if three men have the use of two shovels than if the two men can use 
the two shovels. 

* In the interests of brevity, the above analysis has left out of account 
the oosts of movement of labour and other factors of production from one 
industry to another. The general conclusion reached holds good also, 
however, if account is taken of the fact that a factor of production will 
move from one industry to another only if the value of its marginal product 
in the one industry exceeds the value of its marginal product in the other 
by more than the cost of movement. For a discussion of this point reference 
may be made to J. E. Meade : op. cit., pp. 112-118. 

* Cf. Joan Robinson : op. cit., pp. 238-241. 

4 See p. 29 above. 
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in the labour market and in the market for the products of 
industry, and irrespective of the number employed, every worker 
will receive a wage equal to the value of the marginal net 
product of his labour. 


Determination under Conditions of Monopsony 

As was explained above 1 , monopsony prevails in a labour 
market when there is a single buyer for all the labour offering. 
In the discussion which follows it is assumed that perfect compe¬ 
tition prevails as far as the sellers of labour 2 (the workers) are 
concerned, and that monopsony exists as far as the purchase of 
labour is concerned. It is assumed further that all workers are 
of equal skill and efficiency, and that perfect competition prevails 
in the product market. 3 

If there is just one buyer for all the labour in the market, it 
is obvious that he can exert a considerable influence over the 
level of employment in the industry and thus over the price of 
labour. For example, if the total available supply of labour in 
a particular labour market is 500 men and a monopsonist (e.g., 
an employers’ association acting on behalf of a number of firms) 
decides to employ only 250 men, the services of the 250 men can 
be obtained at a wage rate less than would have to be paid for 
the services of 500 men, because 500 men bargaining individually 
will be competing against one another for only 250 jobs. 

The possible consequence of the monopsonist’s ability to 
alter the employment in his industry and the price of the labour 
he employs are illustrated by the following table. The figures, 
of course, are purely hypothetical and do not necessarily bear 
any relationship to the position in any particular case. 4 


1 See footnote 1, p. 38 above. 

* The case ■where some degree of monopoly power is also exercised by 
the sellers of labour is dealt with later in this chapter. 

* This case is presented for illustrative purposes ; in reality, a monop¬ 
sony position in the labour market is often accompanied by monopoly 
rather than perfect competition in the product market. However, an em¬ 
ployer may have a monopsony position in a local labour market and sell 
his product in competition with other producers in a national or international 
market. 

4 In order to avoid unduly complicating the illustration, it is assumed 
that the quantity of other factors of production in use remains the same 
whatever number of workers is employed ; columns 3 and 5 therefore show 
the marginal product rather than the marginal net product. 
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TABLE UI. WAGES PAID BY A SINGLE FIRM 
UNDER CONDITIONS OF PERFECT COMPETITION IN THE PRODUCT 
MARKET AND OF (a) PERFECT COMPETITION AND 
(b) MONOPSONY IN THE LABOUR MARKET 1 








Wage 



Under 

Employ¬ 

ment 

Output 

Marginal 
product * 

Price of 
product 

Value of 
marginal 
product 

rate 
(supply 
price of 
labour) 

Total 

wages 

paid 

Marginal 
wage 
cost 1 


1 

2 

3 

4 

5 

6 

7 

8 


19 

1,157 

— 

1 


33 

627 

— 

(b) Monopsony 

20 

1,212 

55 

1 

55 

34 

680 

53 


21 

1,265 

53 

1 

53 

35 

735 

55 


22 

1,316 

51 

1 

51 

36 

792 

57 


23 

1,365 

49 

1 

49 

1 37 

851 

59 


24 

1,412 

47 

1 

47 

38 

912 

61 


25 

1,457 

45 

1 

45 

39 

975 

I 63 


26 

1,500 

43 

1 

43 

40 

1,040 

65 

(a) Perfect 
competition 

27 

1,541 

«. 

1 

41 

41 

1,107 

67 


28 

! 

1,580 

i 

39 

1 

i 

39 

42 

1,176 

i 

69 


1 In order to avoid unduly complicating this illustration it is assumed that no additional units 
of the other factors of production are employed as more men are hired. 

* The marginal product is the extra output which can be obtained by employing an additional 
man. For example, if 25 men are employed, the marginal product may be found by subtracting the 
output for 24 men from the output for 25 men (column 2 in the above table). This is equal to 45 units 
(column 3). The value of the marginal product (column 5 ) can be found by multiplying the marginal 

E roduct by its market price. In the table, the market price of the product (column 4) is constant 
ecause it is assumed that perfect competition prevails in the market for the product. 

• The marginal wage cost is the extra cost of employing an additional man. For example, if 
25 men are employed, the marginal wage cost may be found by subtracting the cost of employing 
24 men (f.e., the total wages paid) from the cost of employing 25 men (column 7). The marginal wage 
cost of employing the 25th man is thus equal to 64 money units (column 8). 

Under perfect competition, the wage rate paid by any firm is 
independent of the number of workers it hires, since by defini¬ 
tion each firm employs only an insignificant fraction of the 
industry total. Consequently the marginal wage cost to any 
one firm is always equal to the prevailing market wage, for the 
given volume of employment in the industry as a whole. 
Accordingly, it would pay any one firm to hire another worker, 
up to the point where the supply price of labour is equal to the 
value of the marginal product. This point will be reached for 
all firms in the industry when 27 men are employed. No firm 
would hire the 28th man, because the supply price (42 money 
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units) would then exceed the value of his marginal product 
(39 money units). Thus, under perfect competition 27 men will 
be hired, each at a wage of 41 money units, and the total wage 
bill will be 1,107 money units. The wage rate will be equal to 
the value of the marginal product of labour. 

Under monopsony, however, the employer will employ more 
men only so long as the cost of employing an extra man (mar¬ 
ginal wage cost) is less - than the value of his marginal product. 
Since in this case the wage rate paid by the single firm will 
increase with each increase in the number employed by it, the 
marginal wage cost, instead of the supply price of labour, will be 
compared with the value of marginal product. The point at 
which the marginal wage cost equals or exceeds the value of 
the marginal product will be reached at a lower level of employ¬ 
ment than the point where supply price equals or exceeds the 
value of marginal product. In the example given in the table, 
20 men will be employed at a wage rate of 34 money units 
(see column 6) since the marginal wage cost of 53 money units 
(see column 8) is less than the value of the margined product (of 
the 20th man), which is 55 money units (see column 5). The 
wage rate paid is substantially below the value of the marginal 
product of labour. On the other hand, 21 men would not be 
employed at a wage rate of 35 money units, because the mar¬ 
ginal wage cost of employing the 21st man would be 55 money 
units, which is greater than the value of his marginal product, 
which is 53 money units. 

Monopsony conditions may be created in the labour market, 
even when there are several employers operating in it, if they all 
bargain as a unit, for example, through an employers’ associa¬ 
tion. The results with regard to wages and employment will 
then be the same as if all firms were united under a single man¬ 
agement. The association will set a wage equal to the supply of 
labour for the level of employment at which marginal wage cost 
to the association of firms as a unit is equal to the value of the 
marginal product, or, more generally, the value of the marginal 
net product, of labour, and each firm in the association will then 
employ labour at that wage rate, up to the point where the 
wage rate is equal to the value of the marginal product of the 
labour in the firm concerned. 

In general, it can be stated that under conditions of monop¬ 
sony in the labour market and perfect competition In the market 
for the products of labour, and with each worker bargaining as 
an individual, each employed worker will receive a wage which 
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will always be less than the value of the marginal net product 
of his labour. 

Determination under Actual Market Conditions 

It will be recalled that two of the conditions for perfect com¬ 
petition are that (a) there must be a large number of indepen¬ 
dent sellers; and (b) there must be a large number of indepen¬ 
dent buyers. 1 In real life there may sometimes be in a particular 
labour market a large number of independent sellers of labour 
(unorganised workers), but there will not usually be a large 
number or independent buyers of labour (employers), so that it 
can be stated that perfect competition in a labour market is 
seldom found. Another reason why this is true is that the 
perfect mobility of labour which was assumed earlier does not 
exist. Various obstacles to the movement of workers make 
it difficult for them to obtain the value of their marginal net 
productivity by shifting from one job to another. Where per¬ 
fect competition does not prevail, “ monopolistic competition ” 
or “ imperfect competition ” (which includes the case of monop¬ 
sony) are said to exist. It can be shown by reasoning similar 
to that of the preceding section that the proposition stated in the 
last paragraph is true for all conditions of imperfect competition 
as well as for the particular condition of imperfect competition 
known as monopsony. Thus, where workers bargain as indivi¬ 
duals they will always receive a wage rate which is less than 
the value of the marginal net product of their labour, unless 
perfect competition prevails among their employers. The wage 
rate is at its lowest under monopsony, but increases as compe¬ 
tition becomes less imperfect until the maximum wage rate 
which is payable under conditions of perfect competition is 
reached. 

So far it has been assumed that perfect competition exists in 
the market for the products of labour. Similar reasoning to 
that of the preceding pages would show that labour receives.less 
than the value of its marginal net product if imperfect competi¬ 
tion prevails in the market for the products of an industry 
whether perfect competition of imperfect competition (including 
the extreme case of monopsony) exists in the labour market.* 


1 See p. 38 above. 

1 For the moment, the effects on wage rates of the exercise of bargaining 
by strongly organised trade unions are ignored. Such effects are discussed 
latqr). 
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Now, since imperfect competition is generally the rule in real 
life in both the labour market and the market for the products 
of labour, it can be stated as a general conclusion that most 
workers who bargain as individuals will usually receive a wage 
less than the value of the marginal net product of their labour. 

Before proceeding, in the next section, with an analysis of 
the determination of wages by collective bargaining, it should 
be noted that the exposition so far has been in terms of the 
marginal productivity theory, the assumptions of which may 
perhaps be thought to be unrealistic. The theory assumes that 
employers know, or at least act as if they knew, the size of the 
marginal net product of their workers, and that they actually 
balance the cost of the marginal net product against what they 
can get for it in the open market and employ or do not employ 
an extra man accordingly. It assumes further that business men 
are aware of, or at least act as if they were aware of, the nature 
of the demand for the products of their industry. Whether 
many business men do in fact succeed in obtaining exact infor¬ 
mation concerning the nature of the demand for their products 
and the size of the marginal net product of their workers, and 
act on the basis of such information, is at least doubtful. 1 But 
it seems probable that a sufficient proportion of them develop, 
partly through the use of modem systems of cost accounting, 
but more often by trial and error in the experience of producing 
and selling in competition with others, production practices and 
other rules of action which yield much the same results as if 
they acted on the basis of a more exact knowledge. It seems 
reasonable therefore to conclude that the marginal productivity 
theory does explain the way in which wages tend to be deter¬ 
mined under conditions of . individual bargaining. 


Determination of Wages by Collective Bargaining 

The preceding pages discussed what happens when workers 
all bargain individually, that is, when they make no attempt to 
modify the competition of the labour market by combining 
together in trade unions for the purpose of collective bargaining 
and thus exercising some degree of monopoly power. These 
conditions exist in a few occupations in most modem economies 

1 Cf. R. F. Habbod : “ Price and Cost in Entrepreneurs’ Policy ”, in 
Oxford Economic Papers, May 1939, p. 4; and E. R. Walker : From Economic 
Theory to Policy (Chicago, 1943), p. 74. 



46 


GENERAL REPORT 


and in a large proportion of occupations in less developed eco¬ 
nomies, but in the case of a steadily increasing proportion of 
occupations workers do avail themselves of the advantages of 
trade union organisation, and wages are fixed by the process of 
collective bargaining. Moreover, the wage rates fixed in this 
way influence the results of individual bargaining in other occu¬ 
pations. 

An examination must, therefore, be made of the situation 
known as bilateral monopoly, which exists in a labour market 
when both the buyers and sellers of labour are strongly organ¬ 
ised and consequently possess and exercise considerable 
bargaining power. Such an examination can be more con¬ 
veniently conducted in terms of the bargaining theory them the 
marginal productivity theory 1 which has been used so far in 
the analysis of the problem of wage determination. 

According to the bargaining theory, both the employers and 
the workers place a valuation on the price of labour. The 
employers’ initial offer will generally be a minimum and the 
workers’ initial demand a maximum. The actual wage rate 
which is embodied in a contract will depend upon the relative 
bargaining strength and skill of the employers and the workers. 
If the employers are the stronger party, they may be able to 
keep the wage rate down or to reduce it to the rate that would 
prevail under conditions of monopsony in the labour market. If 
on the other hand the workers are the stronger party, they may 
be able to secure a wage rate which approximates to the value 
of the marginal net product of their labour. In other words, 
the workers, by the exercise of their bargaining power, may be 
able to obtain a wage rate as high as that which would prevail 
if perfect competition existed in the labour market. 

There is even a possibility that in certain circumstances a 
strongly organised trade union may be able to secure and to 
maintain for some time a wage rate above the value of the 
marginal net product of labour in the industry concerned. The 
circumstances in which this may occur can be best understood 
after considering what is likely to happen in the normal case. 
If as a result of collective bargaining wages in a particular 
industry are raised above the value of the marginal net product, 

1 The marginal productivity theory can, of course, be applied to condi¬ 
tions of bilateral monopoly, but the exposition is too involved for the 
purposes of this report. Cf. The Quarterly Journal of Economics, August 1047, 
pp. 603-532, “ Prices and Wages under Bilateral Monopoly ”, by Wm. 
Fellneb. 
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the entrepreneur may be expected to try to avoid a lowering of 
his profits by raising the price of the product in order to cover 
the increase in his labour costs. The effect of such a rise in 
the price of the product (other things being equal) will be that 
the quantity demanded will fall to an extent depending upon the 
size of the price increase and the degree of elasticity of demand 
for the product. 1 If, as is commonly the case, unit costs rise as 
output falls, the decline in sales will reduce profits. The imme¬ 
diate effect of raising wages in a particular industry above the 
value of the marginal net product of labour is thus likely to be 
some rise in the price of the product and some decline in profits. 
The cost of the wage increase will therefore be borne in part by 
consumers in general and in part by the employer. Whether the 
workers in the industry concerned will gain on balance is at 
least doubtful. Workers in other industries may take steps to 
bring their wages into line with those of the workers in the 
industry concerned, and in the process to bring about a rise in 
the price of their products and a decline in the purchasing power 
of wages in general. 2 Alternatively, they may move into the 
industry in question in order to take advantage of the higher 
wages; in so doing they will increase the supply of labour in 
that industry in relation to the demand for it, thus weakening 
the relative bargaining power of workers in the industry and 
undermining their ability to maintain the higher wage. More¬ 
over, so long as the differential wage increase persists, it will 
tend to reduce employment in the industry concerned : “ when 
forces other than marginal productivity fix the initial wage, the 
marginal productivity would tend to determine the number who 
would be employed at these wages ”. 3 At the same time the 
decline in the profits of the industry will discourage new invest¬ 
ment in it and will thus tend to reduce still further the numbers 
it will be able to employ. 

Ordinarily, therefore, the benefits obtained by raising wages 
above the value of the marginal net product are likely to prove 


1 Exceptions to this general rule are to be found in the case of some 
durable commodities such as steel and automobiles, the demand for which 
is not a function of price (for moderate price changes) but of the general 
level of business activity. 

* * Whether this will occur will of course depend on the nature of the 

general monetary, fiscal and other economic policies being followed in the 
country concerned. For fuller discussion of the relation between the general 
level of wages and the general level of employment and, of prices, reference 
may be made to Chapters VI and VII below. 

* P. H. Douglas : op. cit., p. 66. 
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short-lived and illusory. In certain circumstances, however, 
they may be substantial. If, for example, a wage increase sti¬ 
mulates the employer to improve the efficiency of his organ¬ 
isation to such an extent as to raise the value of the marginal 
net product to the level of the new wage rate, there need be no 
rise in prices or fall in profits; and the only threat to the 
workers’ gain will come from the gradual influx of labour from 
other industries. Again, if the industry has a large stock of 
durable fixed capital or of raw material (such as mineral 
deposits), the effect' of reduced profits on new investment may 
take a long time to make itself felt, and a strong trade union 
may be able for a considerable period to secure for its members, 
at the expense of the owners of capital, a wage higher than the 
value of the marginal net product. Cases of this kind are, 
however, exceptions to the general rule. For the great majority 
of industries at any time, and for the economy as a whole in the 
long run, the value of the marginal net product would appear 
to constitute the upper limit to wages. 

It would be a gross over-simplification of the process of 
collective bargaining to assume that the sole objective of the 
trade union in any negotiation will be to maximise wage rates, 
or earnings, or that the sole objective of the employer will be to 
keep these to a minimum. The functions, interests and objec¬ 
tives of a trade union are much broader than those of a mono¬ 
polistic seller of labour governed solely by the pecuniary 
calculus 1 ; and the factors influencing the policy of the employer 
may be similarly complex. The course and results of collective 
bargaining will accordingly be influenced by a wide range of 
considerations. Among these, ideas of equity and justice are 
likely to be of special importance. These ideas “ provide the 
substance of equitable comparisons and they govern the admi¬ 
nistration of consolidated bargaining structures. These are the 
strongest equalising tendencies in wage determination. ” 2 

Thus the wage rates actually fixed by collective bargaining 
may or may not be equal to the values of the marginal net 
product in the occupations concerned. In practice however it 
would seem probable that in many strongly organised occupa- 

1 Cf. American Economic Review , September 1947, “The Trade-Union as 
a Wage-Fixing Institution ”, by Arthur M. Ross ; J. T. Dunlop : Wage 
Determination under Trade Unions (New York, 1944); and Sumner H. 
Slichter : Union Policies and Industrial Management (Washington, 1941) 
and The Challenge of Industrial Relations (Ithaca, 1947). 

2 Cf. Idem , December 1947,p. 822, “The Dynamics of Wage Determin¬ 
ation under Collective Bargaining ”, by Arthur M. Ross. 
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tions the wage rates thus fixed do correspond fairly closely to 
the value of the marginal net product of labour; and there is 
definite evidence that “real hourly earnings have advanced 
more sharply in highly organised industries than in less unionised 
industries ”. 1 


Determination with Voluntary Conciliation 
or Arbitration 

Voluntary conciliation or arbitration is resorted to in some 
countries when employers and workers find it difficult or impos¬ 
sible to agree by collective bargaining on wage rates and other 
conditions of employment. The introduction of a conciliator 
may facilitate agreement and may lead to the fixing of wage 
rates somewhat different from those which would otherwise 
have been agreed upon, but it does change the essential 
character of the process. The wages will still be fixed by 
agreement and will reflect the relative bargaining power and 
skill of the parties. 

Arbitration, on the other hand, introduces an important new 
element. The essence of it is that the parties undertake to let 
someone other than themselves fix the wage rates, and to accept 
his decision as final. The wage rates thus fixed may differ in 
some degree from what the parties themselves might eventually 
have agreed upon, and may or may not be equal to the marginal 
net product of labour in the occupation concerned. In general, 
however, the rates fixed by an experienced and well-informed 
arbitrator are not likely to differ greatly from those which 
might be expected to result from skilled collective bargaining or 
an actual trial of strength between the parties. The arbitration 
will as a rule take into account, in addition to the bargaining 
strength of the parties, such factors as the prevailing wage in 
other occupations and industries, the cost of living, the ability 
to pay of the industry or employer concerned, changes in the 
productivity of the workers, the cost of living, and the arbitra¬ 
tor’s conception of the public or national interest. A recent 

1 The Quarterly Journal of Economies, February 1948, p. 284, “The 
Influence of Unionism upon Earnings ”, by Arthur M. Ross. This conclusion, 
which was found to hold good “ in periods of stable or declining union 
membership as well as periods of rapid organisation ”, was reached on the 
basis of a detailed analysis of movements in real hourly earnings in various 
industries in the United States between 1890 and 1920 and over the period 
1933-1945. 
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account based on experience in the United States has summar¬ 
ised as follows the part played by these different considerations : 

(1) The prevailing wage argument is an ethical one whose appeal 
to the sense of justice is very frequently effective. Although 
leadership advances must be achieved by other means, it provides 
a convenient medium for the dissemination of benefits from industry 
to industry, within one industry, or within a single plant. Where the 
principle makes likely an award which lies somewhere between the 
amounts demanded and offered, the parties may well profit by 
directing their arguments to the achievement of job evaluations most 
favorable to their positions. 

(2) The cost-of-living factor serves principally to highlight the 
necessity for wage adjustments ; these may be measured by other 
criteria, although in certain instances the change in the cost of living 
itself may provide the measure. When cost-of-living and prevailing 
wage equities coexist, the latter will usually determine the amount 
of the adjustment. 

(3) “Ability to pay ” is most often advanced as a defense to an 
otherwise justified increase but is seldom effective except against an 
increase above prevailing rates. Where it is advanced, however, uncer¬ 
tainty as to the future may serve to moderate an award. Small 
competitors in particular, the exigencies of whose operations can most 
readily be made apparent, may obtain some relief by setting forth 
inability to pay. Conversely, ability to pay may support some 
increase above prevailing rates on the part of a large wage-leader. 

(4) Productivity and the national interest provide make weight 
arguments which are seldom specifically relied upon in the awards. 1 

Since the first duty of the arbitrator will, however, be to 
make an award which will be sufficiently acceptable to both 
sides to be workable, he will be bound to give special weight to 
their relative strength and to their needs and desires. “ He has 
to remember not to depart so far from a possible compromise, 
consistent with the respective power and desires of the parties, 
that one or the other of them will be likely next time to prefer 
open hostility to peaceful settlement. He has also to remember 
that a decision is useless if it cannot be enforced, and that the 
power and ability of the respective parties to administer a 
decision successfully is an integral part of the decision itself. ” 2 
The arbitrator is thus bound to take into account the relative 
economic power of the opposing parties and to fix wage rates 
which correspond fairly closely to these underlying realities. 

1 Cf. Columbia Law Eeview, September 1947, pp. 1040-1041, “ Factors 
Belied on by Arbitrators in Determining Wage Bates ”. 

* George Soule : Wage Arbitration , Selected Cases, 1920-1924 (New 
York, 1928), pp. 6-7. Of. Z. C. Dickinson : Collective Wage Determination , 
op. cit ., pp. 453-465. 
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Determination of Wages by Authoritative Regulation 

Authoritative regulation of wages 1 takes many forms. The 
wage rates may be fixed directly by legislation or by orders or 
regulations promulgated by an agency of Government under the 
authority of a Statute. They may be fixed by a wage board or 
other industrial tribunal consisting of representatives of 
employers, of workers and of the Government or the public. Or 
they may be fixed by a process of compulsory conciliation and 
arbitration which comes into operation when the parties directly 
concerned fail to agree among themselves. 

Authoritative regulation is the usual method by which all 
wage rates are fixed in certain countries, including Argentina, 
Hungary, Mexico and Venezuela. In Canada, the United King¬ 
dom and the United States, on the other hand, authoritative 
regulation is used only to fix minimum wage rates and only in 
the case of certain categories of workers. During the war, 
wage regulation was resorted to as a wartime measure in these 
countries and in a number of others, including Belgium, France 
and the Netherlands. In New Zealand for more than half a 
century, and in Australia for almost as long, minimum wage 
rates have been fixed for a large proportion of all industrial 
workers by courts of arbitration or other industrial tribunals. 2 

The position of a statutory wage-fixing authority is of course 
different in several respects from that of an arbitrator chosen 
freely by the parties to a dispute, and the wage rates it will fix 
may differ appreciably from those which would have been set 


1 By “ wage regulation ” is meant the fixing of legally enforceable 
rates of wages by some authority other than the employers and workers or 
organisations of employers and workers directly concerned. Cf. The Mini¬ 
mum Wage: An International Survey, International Labour Office, Studies 
and Reports, Series D, No. 22 (Geneva, 1939), p. 2. 

* Some information on recent experience with wage regulation in certain 
countries is given below in Chapter VII. For fuller information reference 
may be made to The Minimum Wage: An International Survey, op. cit., 
and Z. Clark Dickinson : Collective Wage Determination (New York, 1941), 
Chaps. 17 and 18. For up-to-date information, reference should be made 
also to the various issues of the International Labour Review, to the Legis¬ 
lative Series published from time to time by the International Labour 
Office, and to the Summary of Annual Reports under Article 22 of the Con¬ 
stitution of the International Labour Organisation (published annually), 
which contains information on methods of wage regulation furnished to 
the International Labour Office by countries which have ratified the Mini¬ 
mum Wage-Fixing Machinery Convention, 1928 (No. 26). The last-men¬ 
tioned publication also gives information annually as to the number of 
countries which have ratified this Convention. For the text of the Con¬ 
vention see Appendix V of the present report. 
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by such an arbitrator and still more from those which would 
have resulted from the free play of market forces or from collec¬ 
tive bargaining. In framing his decision a private arbitrator 
must have special regard to the need to make it sufficiently 
acceptable to both parties to induce them, on the occasion of 
their next negotiations, to have recourse again to arbitration 
rather than to the weapon of the strike or lockout. A statutory 
authority, while it could not prudently disregard this considera¬ 
tion, will be less influenced by it, since the possession of com¬ 
pulsory jurisdiction will make the authority less dependent on 
the good will of both parties. In another respect, however, a 
statutory authority may enjoy less freedom than a private 
arbitrator. It may be obliged by law to base its decisions on 
specified principles. Even if there is no such formal obligation, 
the position may not in practice be very different. “ A perma¬ 
nent tribunal responsible for maintaining industrial peace 
must... be reasonably consistent in its decisions. If no rules are 
prescribed, it must invent them ; and it must follow its own pre¬ 
cedents. Any other course would lead to chaos and would defeat 
the very purpose for which it is established. ” 1 In its choice 
of principles the authority will be bound to take into account, in 
addition to the underlying factors of the market situation which 
have been discussed in the foregoing pages, more general consi¬ 
derations of equity and of public policy. 2 It will take into 
account, for example, the relation of wages in any one occupation 


1 Economica , August 1938, p. 316, “ Conflicts of Principle in Wage 
Regulation in New Zealand ”, by E. J. Riches. This article analyses the 
practice of the New Zealand Arbitration Court from 1895 to 1937, during 
mpst of which time it had no statutory guidance, and was subject to no 
restriction, as to the considerations it should take into account or the 
principles it should follow in regulating wages. In practice, however, the 
judges of the Court “ felt it incumbent on them to give some explanation 
of the reasons for their awards, and from successive explanations it is 
possible to trace the gradual development of a more or less coherent system 
of wage principles. The policy adopted may be broadly summarised as 
an attempt to fix minimum rates of wages that would be uniform within 
each single grade of work, appropriately differentiated for work of different 
grades, adequate to provide a living wage, within the capacity of industry 
to pay, fair as compared with the shares of total product received by other 
factors of production, and stable over fairly long periods.” (Idem, pp. 
316-317.) 

* For fuller accounts of the principles followed by wage-fixing author¬ 
ities reference may be made to International Labour Office : The 
Minimum Waae: an International Survey (Geneva, I.L.O., 1939); to the 
sources cited therein ; and tQ E. M. Burns : Wages and the State: a Com - 
paratim Study of the Problems of State Wage Regulation (London, 1926); 
and Z. C. Dickinson : Collective Wage Determination (New York, 1941), 
Chaps. 17 and 18. 
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or industry to those in others. 1 When changes occur in the 
cost of living it is likely to make some allowance for them; and 
it may even provide for the automatic adjustment of wage rates 
to such changes. 2 It is likely to be influenced by current views 
as to what constitutes a fair or just wage and by such demands 
as one for a “ living wage ” adequate to meet “ the normal needs 
of the average employee regarded as a human being living in a 
civilised community ” 3 , or for a “ social justice wage ” giving 
the worker a greater share in the national income 4 , or for a 
guaranteed weekly, monthly or annual wage. 5 Having regard 
to the importance now attached in all countries to the main* 
tenance of full employment, the wage-fixing authority will also 
be bound to give great weight to the possible repercussions of its 
decisions on the level of employment, both in particular occupa¬ 
tions and industries and in the economy as a whole. Finally, 
since one of the objectives of any wage-fixing authority must be 
to secure the willing acceptance of its decisions, including not 
merely the avoidance of strikes or lockouts but the absence of 
such dissatisfaction as would prejudice output, the authority 
will be bound to take into account not merely the desires but 
also, in some degree at least, the relative bargaining strength 
of the parties concerned. 

It is partly in order to promote the acceptance of their deci¬ 
sions that wage-fixing authorities are in some cases required by 
law to state the reasons for such decisions ; and the same pur¬ 
pose has led industrial tribunals in other cases to follow a similar 
course. The resulting statements, or “reasoned judgments”, 


1 Cf. Economic Record, Vol. XIII, No. 25, December 1937, pp. 224-239, 

“ The Fair Wage Principle in New Zealand : its Application and a Possible 

Extension ”, by E. J. Riches. 

4 In Australia, for example, the basic wage rates (as distinct from 
margins for skill and other factors) fixed by the Commonwealth Court 
of Conciliation and Arbitration and by other industrial tribunals are subject 
to automatic adjustment at specified intervals in accordance with move¬ 
ments in an official index of the cost of living. For similar adjustments 
in wage Tates fixed by collective agreements see, for example. Monthly Labor 
Review, November 1946, pp. 733-743, “Adjustment of Wages to Changes in 
the Cost of Living”; and The Ministry of Labour Gazette, April 1947, 
pp. 116-117. 

* This was the definition of a “ living wage ” given by Mr. Justice 
Higgins of the Australian Commonwealth Arbitration Court in the famous 
“ Harvester ” case of 1907. Cf. Commonwealth Arbitration Reports, Vol. II, 
pp. 1-19; and H. B. Higgins : A New Province for Law and Order (London, 
1922), pp. 4-6. 

4 Cf. J. T. Dunlop ; Wage Determination under Trade Unions (New York, 
1944), pp. 52-54. 

4 Cf. Chapters IX to XI below and Appendices III and IV. 
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throw much light on the considerations which have influenced 
their decisions and consequently on the factors which determine 
wage rates under conditions of authoritative regulation. These 
statements do not, however, tell the whole story. Wage-fixing 
authorities do not always find it expedient to reveal the relative 
importance they have attached to different considerations, or 
even to specify all the considerations they have taken into 
account. When, as often happens, different principles which 
they have laid down on earlier occasions would lead to conflicting 
conclusions, it does not follow that they will make any reference 
to that fact. 

It is the function of an industrial tribunal to settle disputes, not 
to create them. 

Though its decisions have the force of law, that does not make 
it any the less desirable that they should be willingly accepted by 
the greatest possible number of the parties concerned. If such 
acceptance can be facilitated by a demonstration that established 
principles have been respected there is a strong inducement to 
emphasise the degree of conformity and to minimise any departure 
which may have been found necessary. 1 

In general, therefore, while one of the main objectives of a 
wage-fixing authority is likely to be to ensure that workers will 
receive a wage equal to the marginal net product of their labour 
— that is, the wage they would receive if perfect competition 
existed in both labour and product markets — it is to be expected 
that in practice any such authority will take into account a 
variety of other considerations. Much will depend accordingly 
on the views of the members of the authority, on the general 
social and political climate in which it operates, including in 
particular the degree of industrial organisation, and on economic 
conditions in the occupations and industries concerned. It is 
consequently not possible to sum up in any simple generalisation 
the factors which will determine wages under conditions of 
authoritative regulation. 


Conclusions 

The principal conclusions arrived at in the foregoing analysis 
may be summarised as follows : 

1. In conditions of perfect competition in the markets for 

1 Economica, August 1938, p. 331, “ Conflicts of Principle in Wage Regu¬ 
lation in New Zealand ”, by £. J. Riches. 
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labour and for goods each worker would receive a wage equal 
to the value of the marginal net product of his labour. 

2. Since in the world as it is the markets both for labour 
and for goods are in general characterised by imperfect compe¬ 
tition, most workers who bargain as individuals will usually 
receive a wage less than the marginal net product of their 
labour. 

3. Wage rates fixed by collective bargaining may or may 
not be equal to the values of the marginal net product of labour 
in the occupations or industries concerned. If the workers are 
the stronger party they may be able to secure wage rates 
approximating to (or even, in certain cases, exceeding) this 
value. On the other hand, if the employers are the stronger 
party the wage rates fixed may be appreciably below this level. 
In practice it would seem probable that in many strongly organ¬ 
ised occupations the wage rates fixed by collective bargaining 
do approximate closely to the value of the marginal net product 
of labour ; and there is evidence that real hourly earnings have 
advanced more in highly organised than in less unionised 
industries. 

4. Wage rates fixed by authoritative regulation may or may 
not be equal to the value of the marginal net product of labour 
in the occupation or industry concerned. In making its decisions 
a wage-fixing authority may take into account general consider¬ 
ations of equity and public policy in addition to the underlying 
factors of the market .situation; and the wage rates fixed will 
therefore be influenced by the views of the authority itself, and 
by the general social and political climate in which it operates, 
including in particular the degree of industrial organisation, as 
well as by economic conditions in the occupations and industries 
concerned. 

These conclusions, it should be noted, are conclusions con¬ 
cerning what is likely to happen, not what ought to be. They 
help to explain, but do not justify, the wage rates that may 
exist in any given set of circumstances. The fact, for example, 
that wage rates fixed by individual bargaining are generally less 
than the value of the marginal net product of labour does not 
mean that these are the wage rates which the workers concerned 
ought to receive. This latter question is one which raises issues 
of ethics and of general social policy as well as of economics. 
Similarly, the share of the national income whioh any particular 
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worker or group of workers ought to receive is in part also a 
question of ethics and of general social policy. It is, however, 
more than this: as will be seen in the next chapter, economic 
considerations impose a limit to the extent to which it is 
possible to apply a course of action which on other grounds 
may seem desirable. 



CHAPTER IV 


THE GENERAL LEVEL OF WAGES 

Three main determinants of wages were distinguished in the 
preceding chapter: the value of the marginal net product of 
labour, the degree of competition in the markets for the pro¬ 
ducts of industry, and the relative bargaining power of workers 
and employers. The value of the marginal net product was found 
in general to set an upper limit; but in any given industry or 
occupation wages may not reach this level if imperfect compe¬ 
tition exists in the product market, or if the bargaining strength 
of the workers is less than that of their employers. Thus 
workers may not in fact receive that “ just share of the fruits of 
progress ” to which the Declaration of Philadelphia recognises 
they sure entitled. 

The efforts of organised labour to secure through collective 
bargaining higher wages and an increasing share in the product 
of industry 1 have thus a rational basis in theoretical analysis 
as well as in practical experience. There appears, it is true, 
to be no way in which collective bargaining can protect the 
worker from the depressing effects on wages of imperfect com¬ 
petition in the product market; when such imperfect competition 
prevails, any attempt to raise wages up to the value of the 
marginal net product will tend to reduce employment in the 
industry concerned. “ The only remedy ” in these circum¬ 
stances, it has been pointed out, “is to control prices in such 
a way as to obtain the competitive output from the mono¬ 
polist ”. 2 To the extent, however, that the relative bargaining 
power of employers and workers determines the level at which 
wages are fixed, there is scope for improving the position of the 
workers through trade union activity, even though, with imper¬ 
fect competition in the product market, such activity may be 
powerless to secure for the workers the full value of their 
marginal net product. 

1 Cf. Clinton S. Golden and Harold J. Ruttenbekg : The Dynamics of 
Industrial Democracy (Now York and London, 1942), pp. 161-158 ; and The 
Southern Economic Journal, April 1948, pp. 420-432, “ The Income Goals 
of Unionism ”, by Charles E. Lindbloh. 

* Joan Eobinson : The Economics of Imperfect Competition, op. cit., 
p. 284. 
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Labour's Share of National Income 

In many countries the strength of trade union organisation 
has been gradually increasing, and in some the raising of wages, 
or at least of the wages of certain groups of workers, has been 
one of the objectives of national policy. Unless other factors 
also have changed, these developments should have been 
reflected in the proportions of the product of industry and of 
national income received by the workers concerned, and may 
also have been reflected in the proportion received by all workers 
taken together. It is of interest therefore to enquire what 
change, if any, has occurred in these proportions. 

Before examining such statistical information as is available 
on this subject, however, it is necessary to note that the pro¬ 
portion of national income received by the workers may be 
affected by a variety of factors in addition to those already 
mentioned. Some of these factors may bring about changes in 
the proportion from one year to another, while others may have 
more lasting effects. 


Factors with Long-Term Effects on Labour’s Share 

In the long run the proportion of the national income 
received by labour will tend to be affected in particular by 
secular changes in (1) the relative bargaining power of 
employers and workers ; (2) the degree of imperfection of com¬ 
petition in the product market; (3) the ratio of capital to 
labour; (4) managerial or technical efficiency; (5) the pro¬ 
portion of skilled to unskilled labour ; (6) the relative numbers 
of workers employed in different industries ; (7) the number 
of workers in relation to working proprietors or small entrepre¬ 
neurs ; (8) the prices of raw materials and goods (products of 
mining and agriculture) in relation to wages. The influence 
of each of these factors is discussed in the following paragraphs. 

The first two of these factors have been referred to briefly 
above. If the bargaining power of employers in relation to that 
of workers increases, or if competition in the product market 
becomes more imperfect, employers will be able to increase their 
profits and to reduce wages or resist an increase in wages. In 
this event, the proportion of the national income or product of 
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industry received by workers will decline. If, on the other 
hand, there is an increase in the bargaining power of workers 
in relation to that of employers, such as took place in the 
United States in the 1930’s, the workers will secure higher wages 
—although, as will be seen later, there is a limit to the extent 
to which this can be done—and so will increase their proportion 
of the national income or product of industry. 

An increase in the supply of capital equipment in relation 
to the supply of labour will increase the marginal productivity 
of labour and reduce the marginal productivity of capital. 
Whether the proportion of the national income received by 
labour will be affected will depend upon a number of factors, 
such as the degree of imperfection of competition in the product 
market and in the labour market. 

An increase in managerial efficiency, or an increase in tech¬ 
nical efficiency resulting, for example, from a new invention, 
will result in greater productivity, lower costs per unit of output 
and, unless prices are reduced proportionately, higher profits or 
higher wages or both. In practice, the proportion of the national 
income received by labour has probably not been greatly affected 
by increases in managerial and technical efficiency, because the 
benefits of such increases have generally been shared among 
profit-receivers, labour and consumers. 

An increase in the proportion of skilled to unskilled labour 
where substantial wage differentials exist between the two 
groups may result in an increase in the proportion of the 
national income received by labour. In practice, however, 
although the proportion of skilled to unskilled workers has 
tended to increase in recent years, the wage differentials between 
these groups have tended to narrow. Labour’s share of the 
national income has therefore probably not been affected to 
any significant degree by this factor. 

The relative contributions of labour and of other factors to 
the product of industry, and consequently the share of the pro¬ 
duct received by labour, vary as between different industries. 
In an industry where capital investment, for example, is large 
in relation to the numbers employed, wages will represent a 
smaller share of total product, of value added to or of income 
originating in the industry, than they will in an industry in 
which capital investment is relatively small, even though wage 
rates and net income per worker may be the same in both cases. 
Any change in the proportion of workers employed in different 
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industries may thus affect the average share of total product 
received by labour. 1 

An increase in the number of working proprietors or small 
entrepreneurs in relation to the number of workers will cause 
a decrease in the proportion of the national income received by 
labour and vice versa. 2 In most countries this factor has 
probably not been of great importance in recent years, because 
the ratio of working proprietors and small entrepreneurs to 
workers has not changed to any great extent. 3 

An increase in raw material and food prices in relation to 
wages will tend to decrease the proportion of the national income 
received by labour, because the proportion received, for example, 
by farmers will increase. Such an increase in raw material and 
food prices in relation to wages took place during and after the 
recent war. 

There is of course no reason to expect that the various fac¬ 
tors referred to above will operate in the same direction at any 
particular time. A change in one may be offset by a contrary 
change in another. Moreover, as has been noted, the effects 
on labour’s share of changes in certain of these factors are in 
any case difficult to predict. It is therefore scarcely possible 
to generalise as to the probable combined effect of changes in 
all the factors taken together. 


1 In the United States in 1937, for example, labour’s share of the product 
of agriculture was 13 per cent, as compared with 87 per cent, in mining. A 
shift of labour from agriculture to mining would, therefore, increase labour’s 
share of the national income. Cf. Z. C. Dickinson : Collective Wage Deter¬ 
mination (New York, 1941), pp. 177-179. 

* It has been held that “ the distribution of the product of industry 
between labour and capital used to be envisaged by many economists, with 
their attention concentrated upon the capital resources of large-scale industry 
on the one hand and an impoverished proletariat on the other, as a struggle 
between non-competiting groups (if some perversion of the latter phrase 
may be permitted). The worker could not become a capitalist, nor the 
Capitalist a worker ;.the distribution of the product between them was held 
by many to be indeterminate, or settled only by relative bargaining powers. 
Now that we envisage a large and increasing proportion of the national 
product representing the ouput of service industries and of small-scale 
manufacture, different considerations arise. The wage-earner, under certain 
circumstances at any rate, has an opportunity of engaging in enterprise of 
his own. Alternatively, if wages appear high relative to the earnings of 
enterprise, the small entrepreneur will cheerfully abandon his business and 
undertake wage work. Under these circumstances, the distribution of the 
product will in the long run be determined by the extent of these movements 
into and out of the field of enterprise.” See Economic News (Brisbane), 
June-July 1947, p. 1, “ The Distribution of the Product of Industry ”. 

• Cf. Colin Clark : The Conditions of Economic Progress (London, 1940), 
pp. 206-209 ; and Monthly Labor Review, August 1947, pp. 139-147, “ Recent 
Occupational Trends in the United States ”. 
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Factors with Short-Term Effects on Labour's Share 

In the short run also, the proportion of the national income 
or of the product of industry received by labour may be 
influenced by the various factors mentioned above if they move 
in such a way as to bring about a sudden and fairly substantial 
change in the size of workers’ earnings, the profits of entrepre¬ 
neurs, or the share of agriculture. Most short-term fluctuations 
in this proportion, however, are likely to be due to changes in 
the size of workers’ earnings brought about directly by move¬ 
ments in wage rates, by fluctuations in overtime worked, by the 
introduction of successful incentive wage schemes, or by changes 
in the proportion of workers employed or unemployed. 

In normal times, widespread changes in wage rates are likely 
to have a greater and more immediate influence on the pro¬ 
portion of the national income or product of industry received 
by labour than any of the other factors, long-term or short-term, 
for the following reasons : 

(1) While increased overtime and the successful operation 
of wage incentive systems will tend to increase workers’ earnings, 
they may not raise labour’s share of the national income, or may 
raise it only slightly, since overtime is generally only worked 
when business is good and profits are increasing, and successful 
incentive wage systems also generally result in higher profits 
for the employers besides increased earnings for the workers. 
Consequently, the increased earnings of workers from overtime 
and incentive pay may be offset to a considerable extent by 
higher profits received by entrepreneurs. 

(2) An increase in the proportion of workers employed 
means that business conditions are improving and, therefore, 
that profits are rising. The increased earnings of labour will 
therefore be balanced to a greater or less extent by rising 
profits. During a depression, profits fall more rapidly than the 
numbers employed (or the earnings of workers) but during a 
boom profits rise more rapidly than the numbers employed (or 
worker's’ earnings). Consequently, except during a depression or 
a boom—that is, in “ normal ” years—it is to be expected that 
changes in the number of workers employed will have little 
effect on the size of labour’s share of the national income or 
product of industry, because profits will be changing in about 
the same proportion as total workers’ earnings. 
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In normal times, therefore, as distinct from the depth of a 
depression or the height of a boom, the factor most likely to 
bring about changes in labour's share of the national income 
or of the product of industry is a substantial and general change 
in wage rates. To the extent that this factor is effective, it 
should be possible to trace its influence by an examination of 
available statistical data. It is therefore of interest to enquire 
whether substantial movements in wage rates have in fact 
brought about corresponding changes in labour’s share of 
national income or of the product of industry. If such changes 
have actually taken place, have they proved permanent ? If not, 
why not ? 

Estimates of the percentages of national income, or of value 
added in manufacturing in general and in certain industries, 
which are received by workers as salaries and wages in various 
countries are brought together in tables IV-VI below. 1 

The main conclusion suggested by table IV is that the pro¬ 
portion of the national income accruing to labour seems to have 
remained remarkably constant except in the abnormal con¬ 
ditions of depression years. 2 Moreover, this percentage seems 
to vary within much the same range—for the most part between 
55 and 65 per cent.—in countries in similar stages of economic 
development. Further, it is important to note that, in normal 
times, the range of variation for individual countries is not large 
and that, even with the extremely favourable sellers’ market for 
labour which prevailed during the recent war, and with con¬ 
siderable overtime and steady employment to boost earnings, 
the percentage of the national income received by labour 
remained practically unaltered in all the countries for which 
data are given in the tables. If anything there was a tendency, 
in some countries, for labour’s share to fall during these years, 
owing to the increased profits received by entrepreneurs and the 
greater proportionate increases in farm incomes. 

The figures in the table for the United States are especially 
interesting, partly because they cover a longer period than those 


1 For a further discussion of movements in labour’s share of the national 
inoome during the war and post-war transition periods, see Chapter VII. 

* Similar results to those set out in table IV have been obtained by other 
writers, using data for other periods and for other countries. Cf. M. Kalecki : 
Essays in the Theory of Economic Fluctuations (New York, 1939), pp. 14-18 ; 
Colin Clark : The Conditions of Economic Progress (London, 1940), pp. 407- 
416; and Z. C. Dickinson : Collective Wage Determination , op, tit., pp. 
180-182. 
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TABLE IV. PERCENTAGE OP NATIONAL INCOME ACCRUING TO 
LABOUR AS SALARIES AND WAGES IN CERTAIN COUNTRIES, 

1929-1947 1 2 3 4 5 


Year 

Australia 

Canada 

New Zealand 

United 

Kingdom 

United 

States 

■ 





57.1 

Btr "!■ 

— 

— 

— 

— 

61.2 


— 

— 

63.7 

— 


Km 

— 

— 

64.2 

— 

72.9 

1933 

— 

— 

60.3 

— 

72.8 

1934 

— 

— 

61.6. 

— 

68.9 

1935 

— 

— 

58.2 

— 

64.3 

1936 

— 

— 

54.5 

— 

62.4 


— 

— 

56.9 

— 

62.5 

1938 


62.2 

58.9 

61.5 

63.6 


52.4 


56.3 

60.7 

63.0 

KT7 

54.2 

57.9 

57.1 

59.4 

60.9 

1941 

55.6 

57.7 

57.4 

59.2 

58.8 

1942 

65.3 

55.3 

58.5 

59.0 

69.3 

1943 

54.0 

58.6 

60.2 

59.1 

59.2 

1944 

66.0 

57.1 

58.1 

60.3 

59.6 

1945 

56.0 

57.1 

56.6 

60.4 

59.4 

1946 

— 

55.4 

— 

62.3 

60.6 

1947 

— 

56.7 

— 

62.3 

59.8 


Source: The percentages were calculated from data given in the following officia 
publications: 

Australia : National Income Estimates , 1938-1939 to 1945-1946 (Canberra, Common¬ 
wealth Government Printer, 1946). 

Canada : Canadian Statistical Review , February 1948, p. 7. 

New Zealand: Census and Statistics Department: Pocket Compendium of New Zealand 
Statistics , 1946, p. 170; and Monthly Abstract of Statistics, NoVember-December 
1947, p. 43. 

United Kingdom: National Income and Expenditure of the United Kingdom , 1938-46 , 
and idem, 1947, Cmd. 7099 and 7371 (London, H.M. Stationery Office, 1947 and 
1948), p. 18 and p. 14. 

United States : United States Department of Commerce, Bureau of Foreign and 
Domestic Commerce : National Income and Product Statistics of the United States , 
1929-16, Supplement to the Survey of Current Business , July 1947, p. 19 y and 
Survey of Current Business , February 1948, p. 10. 

1 The figures given in the above table are not comparable horizontally for the following 
reasons: 

(1) The term “ national income w as used here is national income at factor cost (which 
includes domestic income and net income from abroad) except in the case of New Zealand, 
whose income data consist of aggregate private incomes which are not strictly comparable 
with the national income data given for the other countries. (For the differences between 
the different concepts of 41 national income ” see United Nations Economic and Social 
Council document E/CN.3/WSC/5, 28 August 1947, p. 7.) To make the national income 
data of Australia, New Zealand and the United Kingdom comparable internationally with 
those of Canada and the United States, certain adjustments are necessary. Thus, in the case 
of Australia and the United Kingdom it is necessary to add employers' contributions to social 
insurance, and also for Australia, net income from abroad. In the case of New Zealand, 
certain other adjustments are necessary (see Ibid ., pp. 35 and 38). 

(2) In calculating the percentages given in the table, military pay and allowances 
were excluded, except in the case of New Zealand. 

(3) In the case of Canada only, the data for salaries and wages included supplementary 
labour income such as employers’ contributions to the unemployment insurance scheme. 

(4) The figures for Australia relate to years ending 30 June. 

(5) The figures for New Zealand relate to years ending 31 March. 
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for other countries, and partly because during the period the 
Government's “ New Deal ” policy as expressed in the National 
Industrial Recovery Act, 1933 *, was directed towards increasing 
wage rates as a means of overcoming the depression of the early 
'thirties. Moreover, according to a study made in 1935 by the 
Brookings Institution, one of the most marked changes brought 
about by this Act was that the effective strength of the trade 
unions was greatly increased; “ in March 1933 it was being 
seriously debated whether or not all trade unions were on their 
'thirties. Moreover, according to a study made in 1935 by the 
twenty months later, the trade unions are on the upward grade 
again in numbers, resources, self-assertiveness, and are clamor¬ 
ing for co-equal status with management in the developing 
scheme of industrial self-government.” 1 2 The legal protection 
given the trade unions by the National Labor Relations Act, 
1935, enabled them to become stronger still during the rest of 
the period covered by table IV. New national unions were 
formed in industries such as steel, and existing unions gained 
many new members. Thus, whereas there were less than three 
million trade unionists in 1933, the number grew to 8.5 million 
in 1940 and to about 14 million in 1946. 3 

Quite substantial increases in wage rates resulted from the 
application of the principles of the “ New Deal ” policy and from 
the exercise by the trade unions of their greatly enhanced 
bargaining power. Thus, average hourly earnings of workers 
in industry, which had been 56.6 cents in 1929—a boom year— 
fell to 44.2 cents in 1933, but rose to 55.2 cents in 1935, to 
72.9 cents in 1941, and to 122.1 cents in 1947. 4 * In these same 
years labour’s share of the national income was 57.1 per cent., 
72.8 per cent., 64.3 per cent., 58.8 per cent, and 59.8 per cent, 
respectively. The percentages of workers who were unemployed 
in the United States in the same years were 3.1 per cent., 
25.2 per cent., 19.9 per cent., 9.9 per cent, and 3.6 per cent. 
respectively. 6 It will be noticed that there is a fairly high posi¬ 
tive correlation between changes in labour’s share of the 

1 For an account of the “ New Deal ” policy see Chapter VII. 

* Lyon, Homan, Lorwin, Terborgh, Dearing, and Marshall : 
National Recovery Administration, an Analysis and Appraisal (Washington, 
D.C., 1936), p. 488. 

* Cf. Florence Peterson : Survey of Labor Economics (New York, 1947), 
pp. 489-600. 

4 Cf. International Labour Review, Vol. LVII, No. 6, May 1948, p. 642. 

* Cf. Chapter IX. 
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national income and the percentage of unemployment Con¬ 
sequently, only years which have about the same percentage of 
unemployment should be compared. Such years in this case are 
1929 and 1947, when these percentages were 3.1 and 3.6 respec¬ 
tively. Between these two dates the average hourly earnings 
of workers in industry more than doubled, rising from 56.6 cents 
to 122.1 cents, but labour’s share of the national income 
increased only from 57.1 per cent, to 59.8 per cent.—a change 
which cannot be regarded as significant when allowance is made 
for the margin of error inherent in the basic data. It is a striking 
fact that labour’s share of the national income was not markedly 
higher in 1946 than in 1929, despite the fact that the New Deal 
policy x , the greatly increased strength of the trade unions and 
increased overtime earnings had the effect of increasing money 
average hourly earnings by 116 per cent, and real average hourly 
earnings by 66 per cent. 2 

Tables V and VI are concerned with labour’s share not of 
the national income, but of the product of certain industries. 
Table V shows the percentage which labour in New Zealand 
received of the value added in all manufacturing industries 
during the years 1920 to 1943. Table VI gives similar data for 
certain individual industries in the United States during the 
period 1937 to 1946. 

The data given in table V are especially interesting because 
of the introduction in New Zealand, in 1936, by a Labour Govern¬ 
ment, of a deliberate policy of raising the general level of wages. 3 
Apparently as a result of this policy, which raised wages some 
20.7 per cent, from 1935 to 1937 and a further 6.2 per cent, from 
1937 to 1939, the percentage of real value added in manufactur¬ 
ing received by labour as salaries and wages rose from 50 per 
cent, in 1935 to 59 per cent, in 1939, and the percentage received 
as wages rose from 66.1 per cent, in 1935 to 72.8 per cent in 


1 The National Industrial Recovery Act itself, according to the Brookings 
Institution study u did not materially change the position of income between 
labour and property as compared with what it would otherwise have been at 
like levels of productive activity ” (op. eit., p. 868). 

* Cf. International Labour Review, Vol. LVII, No. 6, May 1948, p. 642. 

* For details of this wage policy and its effects on wage rates see New 
Zealand Census and Statistics Department : The New Zealand Official 
Tear Book, 1945 (Wellington, 1946), p. 626. Cf. also “ The Restoration of 
Compulsory Arbitration in New Zealand ”, by £. J. Riches ; ibid., March 
1944, “ Stabilisation Policy in New Zealand ”, by H. Belshaw; and Inter¬ 
national Labour Review, December 1936. Ibid., Maroh-April 1946, “ Wage 
Stabilisation in New Zealand ”, by A. R. Low. 
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1939. By 1943, however, despite the operation of a successful 
price stabilisation policy 1 and a further rise in wage rates of 
14.6 per cent, between 1939 and 1943 (a total rise of 47 per cent. 


TABLE V. PERCENTAGE OP .ADDED VALUE IN NEW ZEALAND 
MANUFACTURING INDUSTRY ACCRUING TO LABOUR AS 
(a) SALARIES AND WAGES, AND (b) WAGES, 1920-1943 


Year 

Salaries and wages 
as a percentage of 
added value 1 

Wages* as a percentage 
of added value * 

1920 

62 


1921 

55 

— 

1922 

61 

— ! 

1923 

49 

— 

1924 

60 

— 

1926 

50 

— 


55 

66.5 

1927 

55 

66.8 

1928 

64 

68.1 

1929 

64 

68.2 


64 

69.3 

1 1931 

55 

73.2 


54 

! 73.9 

1933 

53 

72.8 

1934 

50 j 

66.2 

1935 


66.1 

1936 

51 

66.1 

1937 

54 

69.2 

1938 

57 

70.7 


59 

72.8 


58 


1941 

— 

68.9 

1942 

— 

68.2 

1943 


66.8 


Sources; Col. 1 : The Economic Record , June 1945, p. 62, * Professor Douglas’ Pro¬ 
duction Function ”, by J. Williams. Col. 2 : A. E. C. Hare : Report on Industrial Relations 
in New Zealand (London, 1946), p. 109. 

1 In calculating the figures given in this column, salaries and wages are expressed as a 
percentage of added value (value of output minus cost of materials, fuel and power) adjusted 
for changes in the New Zealand wholesale price index of 44 locally produced goods 

* In calculating the figures given in this column, wages only are expressed as a percen¬ 
tage of added value (value of output minus salaries, cost of materials and other expenses). 

Note: The different methods of calculating the percentage account for the differences 
in the figures obtained for the same years. The relative percentage changes from year to 
year are, however, approximately the same for both series. 


1 The success of New Zealand’s price stabilisation policy may be measured 
by the fact that the cost of living rose only 14.2 per cent, from August 1939 
to June 1946. This increase was lower than the increases experienced by 
21 other countries for which cost-of-living data were compiled by the United 
States Bureau of Labor Statistics (see Monthly Labor Review, January 1947, 
pp. 38-60). 
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from 1935 to 1943), the percentage of value added in manufac¬ 
turing received by labour as wages had fallen to 66.8 per cent., 
or approximately the same proportion as in 1926 and 1935, 
before the implementation of the wage policy. 


TABLE VI. PERCENTAGE OF NET VALUE ADDED IN CERTAIN 
INDUSTRIES IN THE UNITED STATES ACCRUING TO LABOUR 
AS SALARIES AND WAGES, 1937-1946 1 


Year 

Fisheries 

Contract 

construc¬ 

tion 

Textile- 

mill 

products 

Iron and 
steel and 
their 
products 

Machinery 

(except 

electrical) 

Retail 
trade and 
automobile 
services 

1937 

60.5 

68.3 

79.1 

80.9 

76.1 

66.6 

1938 

59.0 

65.3 

92.6 

87.7 

76.8 

65.3 

1939 

60.0 

68.8 

92.8 

79.2 

74.6 

65.1 

1940 

62.2 

66.0 

80.1 

71.1 

61.5 

62.4 

1941 

57.2 

66.1 

78.5 

62.5 

60.6 

66.0 

1942 

56.8 

69.9 

67.9 

65.1 

66.6 

56.9 

1943 

57.9 

70.0 

68.0 

72.1 

70.3 

52.1 

1944 

58.4 

70.0 

70.1 

75.1 

72.2 

51.7 

1945 

58.6 

69.6 

70.6 

79.2 

76.3 

52.2 

1946 

58.7 

69.8 

67.5 

79.9 

86.8 

56.5 


Source: The percentages for each industry were calculated from data given in the 
following official publication : United States Department of Commerce* Bureau of Foreign 
and Domestic Commerce : National Income and Product Statistics of the United Stales t 
1929-46 ; Supplement to the Survey of Current Business , July 1947, pp. 26-27. 

1 M Net value added ” is here the sum of the factor costs incurred by the industry in 
production. Hence, it is the net value added to production by the industry, measured as 
factor costs. In the business sector of the economy, except Government enterprises, it it 
equal to the excess of the market value of the industry’s product and the subsidies it receives 
over the sum of the following costs : purchases of goods and services from other enterprises, 
indirect business tax and non-tax liability, business transfer payments, and capital consump¬ 
tion charges. In the Government and personal sectors of the economy, which do not produce 
for sale, and also In Government enterprises, this value added in production (as measured in 
the present series) can be described only os factor costs incurred. “ Net value added • is a 
more accurate concept of value added than that used by the Bureau of the Census in com¬ 
piling the Census of Manufactures. 44 Value added by manufacture ” was obtained in the 
1939 Census of Manufactures by deducting from the value of products only M the cost of 
materials, supplies, containers, fuel, purchased electric energy, and contract work ". 


As might be expected, the proportion of the product received 
by labour shows greater short-term fluctuations in certain 
industries than in industry as a whole. Of the six industries in 
the United States covered by table VI, two—fishing and con¬ 
tract construction—showed little movement in this proportion 
over the ten years 1937 to 1946. In the textile, iron and steel, 
and machinery industries, however, substantial short-term 
variations occurred. As a result of the fall in profits which 
occurred during the depression of the late 1930’s, the percentages 
of net value added received by labour in the textile and iron and 
steel industries rose sharply in 1938 and 1939. The rapid 
recovery in profits in the early years of the war led to a fall 
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in the percentages during these years. In more recent years, 
increased overtime earnings during the war and pressure by 
trade unions for higher wages after the war have gradually 
forced up the percentage in many industries, but as a rule only, 
it should be noted, to the pre-war level. This movement has 
taken place more slowly in some industries, such as retail trade 
and the textile industry, than in others. 1 

As other investigations have shown 2 , there is a close rela¬ 
tionship between the absolute amount of annual earnings per 
worker in any industry and the product (in terms of value 
added, or national income originating in the industry) per 
worker. Industries which make the highest contribution per 
worker to the national income generally pay the highest annual 
wage, and increases in the net income originated by an industry 
tend to be reflected in increases in annual earnings per worker. 
There has in fact been a high degree of constancy in the size 
of labour’s share. 

The general conclusions suggested by the statistics examined 
in the foregoing pages may now be briefly summarised. During 
the periods covered, substantial increases occurred in money 
wage rates and in earnings ; but although labour’s share of value 
added increased temporarily in certain industries, there was 
little change, as between comparable years, in labour’s share of 
national income or of the total product of industry. It would 
appear therefore that wage increases alone have little if any 
lasting effect on the size of labour’s share. Though theoretical 
analysis suggests that, in the absence of completely offsetting 
changes in other factors, an improvement in trade union organ¬ 
isation and bargaining power should lead to an increase in 
labour’s share, the statistics do not reveal any lasting increase. 
While the statistics are no doubt subject to an appreciable 
margin of error, it would seem a reasonable inference that any 
effects which improved trade union organisation might have 


1 Average weekly earnings in the textile industry and in retail trade were 
still among the lowest of such earnings in any industry in the United States 
in 1946, despite increases in wage rates of 80.4 per cent, from January 1941 
to October 1946 for textile workers, and of 54 per cent, from January 1941 
to August 1946 for workers in retail trade. Thus, average weekly earnings 
in August 1946 were $ 34.81 in the cotton manufacturing industry and 
$ 33.17 in retail trade, as against $44.90 for all manufacturing industry 

S X Monthly Labor Review, July 1946, p. 10, and March 1947, p. 371; ana 
ueiness Week, 9 November 1946# p. 88). 

1 Cf. The Conference Board Business Record, September 1947, pp. 259- 
261, 44 Wages and National Income 



THE GENERAL LEVEL OF WAGES 


had on the size of labour’s share must have been offset by 
changes in other factors. 

The subject is clearly one which requires much fuller 
investigation than has been possible in this report; but on the 
basis both of theoretical analysis and of such statistical 
information as is at present available there would seem to be 


TABLE vn. INDEX NUMBERS OF BEAL WAGES 1 IN CERTAIN 
COUNTRIES 1929-1946 
Bast 1937 = 100 


Year 

Argen¬ 

tina 

Aus¬ 

tralia 

Bul¬ 

garia 

Ca¬ 

nada 

Cze- 

cho- 

slo- 

vakia 

Den¬ 

mark 

France 

New 

Zea¬ 

land 

Swe¬ 

den 

Switz¬ 

erland 

United 

King¬ 

dom 

United 

States 

1929 

96 

95 

69 

85 

98 

99 


82 

92 

94 

91 

76 

1931 

96 

100 

78 

93 

107 

112 

75 

85 

102 

102 

99 

78 

1933 

102 

99 

84 

94 

110 

110 

80 

90 

99 

110 

101 

79 

1934 

103 

98 

84 

— 

109 

107 

83 

89 

99 

109 

101 

— 

1935 

105 

98 

90 

96 

105 

103 

87 

87 

100 

108 

101 

92 

1936 

99 

98 

93 

96 

104 

101 

92 

94 

100 

104 

101 

92 

1937 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

1938 

100 

106 

103 

102 

98 

104 

97 

102 

103 

102 

102 

102 

1939 

103 

104 

104 

103 

100 s 

105 

91 

100 

107 

102 

101 

105 

1940 

103 

103 

106 

103 

104 

93 

74 

99 

103 

96 

97 

109 

1941 

103 

104 

98 

106 

102 

87 

68 

99 

96 

90 

97 

114 

1942 

106 

103 

84 

110 

101 

87 

66 

100 

96 

90 

104 

121 

1943 

108 

106 

74 

118 

103 

92 

59 

JOO 

99 

93 

109 

128 

1944 

— 

107 

88 

121 

102 

97 

80 

101 

100 

97 

113 

134 

1946 

— 

108 

98 

120 

107 

103 

100 

109 

105 

103 

117 

131 

1946 

— 

109 

100 

131 

99 

115 

59 

113 

113 

116 

127 

128 

1947 



i 


i 106 


; 



! 

— 

! 126 

! 


Source: International Labour Review, Vol. LVI, No. 2, August 1947, pp. 214-220 : and 
Vol. LVII, Nos. 1-2, January-February 1948, pp. 134-140. 

1 The figures given in the table are based on the average hourly wage rates or earnings 
of men and women in the following industries in particular countries: 

Industries: Bulgaria, Czechoslovakia, and the United States. 

Metals and industries: France. 

Mines, industries and transport: Australia, Canada, New Zealand (with the addition of 
agriculture and commerce), Sweden (with the addition of commerce), and the United 
Kingdom [with the addition of agriculture and local authorities). 

Industries , transport and commerce: Argentina (with the addition of services) and 
Sweden. 

The figures were based on average hourly earnings except in the following cases where 
average hourly wage rates were used: Australia, Canada, Czechoslovakia, France, New 
Zealand and the United Kingdom. The figures are not comparable horizontally. 

• New series. 


little doubt that workers have a much better prospect of improv¬ 
ing their incomes and living standards through increases in 
productivity, combined with full employment, than through any 
increase in labour’s share of national income or of the product 
of industry. 
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Beal Wages and Productivity 

There has in fact been a fairly steady rise in real wages 
despite the constancy of labour's share in national incoipe. 
Table VII above shows the changes which have taken place 
since 1929 in the real hourly wage rates or earnings of both 
men and women in industry in twelve countries for which 
statistics are available. 

In all these countries real wages have risen since 1929. 
To analyse in detail the relative importance of the different 
factors responsible for these increases would be a task beyond 
the capacity of the present report, but there seems no reason 
to doubt that the major factor in every case has been a cor¬ 
responding increase in productivity. The differences in the 
degree of improvement in different countries may also be 
assumed to have been due principally to different average rates 
of increase in productivity, while the temporary setbacks which 
occurred in certain countries before and after the war were 
presumably due in some cases to the reductions in productivity 
brought about by wartime destruction of physical production 
facilities and disruption of the whole complex fabric of economic 
organisation, and in others partly to this factor and partly to 
the effects of prolonged and substantial inflation. Other factors, 
however, may have had some influence on the relative rates of 
increase in real wages—for example, changes in the industrial 
structure of different economies and differences as between dif¬ 
ferent countries in the degree of competition in product markets 
and in the relative bargaining power of employers and workers. 

Some indications of the rate of growth in productivity during 
recent periods are given by the estimates shown in table Vm of 
the rate of growth per year in real product per man-hour in 
nineteen countries. The calculations, made by the Queensland 
Bureau of Industry, were based on the national incomes of the 
different countries, the money of each country being recalculated 
in terms of its real purchasing power in international units, 
defined as the quantity of goods and services exchangeable for 
one dollar in the United States over the period 1925-1934. In 
certain cases, when there was a definite and persisting indication 
of a change in the rate of growth, the trends were computed 
separately for different periods. 1 

1 Queensland Bureau of Industrt : Economic Newt (Brisbane), 
Vol. 15, Nos. 4-6, April-June 1946, pp. 2-3. Cf. Colin Clark : The 
Conditions of Economic Progress (London, 1940), pp. 29-41. 
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TABLE Vm. BEAL PRODUCT PEE MAN-HOUR IN 10 COUNTRIES : 
BATES OP GROWTH PEE ANNUM 


Country 

Years 

Percentage 

Australia. 

1886 - 

1913-14 

1.2 


1913-14 - 

1927-28 

1.7 


1927-28 - 

1938-39 

0.6 

Belgium. 

1913 - 

1939 

1.9 

Canada . 

1903 - 

1928 

0.5 


1928 - 

1939 

1.2 

Denmark. 

1913 - 

JL933 

0.8 

Finland. 

1913 - 

1930 

2.1 


1930 - 

1938 

3.3 

France. 

1830 - 

1905 

1.6 


1905 - 

1938 

0.7 

Germany. 

1890 - 

1935 

1.0 

1935 - 

1939 

8.4 

Great Britain. 

1860 - 

1945 

1.3 

Hungary. 

1913 - 

1930 

0.9 


1930 - 

1939 

0.0 

Ireland. 

1883 - 

1926 

2.1 


1926 - 

1939 

1.0 

Italy. 

1914 - 

1928 

1.1 

1928 ~ 

1939 

2.2 

Japan. 

1908 - 

1922 

7.9 

1922 - 

1937 

4.3 

Netherlands. 

1913 - 

1939 

1.1 

New Zealand. 

1901 - 

1943 

1.3 

Norway. 

1891 - 

1930 

2.0 


1930 - 

1939 

4.3 

Poland. 

1913 - 

1929 

±1.5 

Sweden. 

1881 - 

1939 

2.0 

Switzerland. 

1890 - 

1929 

2.2 


1929 - 

1938 

0.2 

United States. 

1850 - 

1941 

1.6 


Source: Queensland Bureau of Industry: Economic News (Brisbane). Vol. 15, 
Nos. 4-6, April-June 1946, p. 3. 


While the estimates are subject to a number of reservations 
and the validity of some of them is open to doubt x , they may 
be regarded in general as giving a broad indication of the trend 
of real product per man-hour in the countries concerned. In 
most cases, as is shown in detailed diagrams published in the 
same source, the trend is uniformly, or at least generally, 
upward, though occasionally there appears to be a definite 
acceleration or deceleration of the rate of growth. 

These estimates relate to entire countries. As between dif¬ 
ferent sectors of an economy, and still more as between 

1 In particular, those for Germany, 1935-1939, and for Poland. In the 
oase of the former, for example, the results obtained depend in large measure 
on the particular exchange rate chosen for the purposes of the computation 
—a choice in which there is evidently the possibility of a wide margin of 
error. 
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different industries, marked variations in the rate of increase 
in productivity may occur. In manufacturing industries as a 
group in the United States, for example, output per man-hour 
rose at an average rate of between 3 and 3.5 per cent, per year 
over the period 1909-1939, the total gain over this period being 
slightly over 160 per cent. The differences in the record for 
different industries may be illustrated by the figures for 1919- 
1939, when productivity rose 180 per cent, in the automobile 
industry, 200 per cent, in petroleum refining, and more than 
300 per cent, in industrial chemicals, as compared with an 
average of 125 per cent, in manufacturing as a whole. Relatively 
small gains were recorded in the older industries where manu¬ 
facturing techniques had become stabilised. During the war, 
rapid advances were made in man-hour output in war industries, 
but in other industries progress was patchy, declines being noted 
in some. 1 


1 Cf. Monthly Labor Review , December 1946, pp. 893-917, “ Produc¬ 
tivity Changes since 1939 This study also gives data showing changes 
in productivity from 1909-1939 (see pp. 894-896). For estimates of move¬ 
ments in productivity in other countries, reference may be made to the 
following: Colin Clark : The Conditions of Economic Progress , op. cit. f 
Chapters 7-9 ; Bulletin of the Oxford University Institute of Statistics , July 
1946, pp. 211-216, “ Note on the Productivity of Labour : Its Concept and 
Measurement ”, by T. Barna ; Monthly Labor Review , June 1938, pp. 1386- 
1390, “ Labour Costs in the Coal Industry in Various Countries ” ; idem , 
March 1937, pp. 589-607, “ Productivity in the Belgian Coal Mining Industry, 
by Margaret Schcenfeld ; L. Rostas : Productivity , Prices and Distribution 
in Selected British Industries (London, 1947); Bulletin of the Oxford Univer¬ 
sity Institute of Statistics , October 1947, “Some Comparisons of Pre-War and 
Post-War Productivity ”, by P. D. Henderson ; Commonwealth of 
Australia Bureau of Census and Statistics : Manufacturing Industries 
1941-45 (Canberra, 1946); and Etudes et conjoncture: Union frangaise , 
October 1946, pp. 15-56, and November 1946, pp. 107-129, “ Comparaison 
de Involution industrielle et agricole de 1938 & 1945 en France et en 
divers pays ”. For international comparisons see L. H. Bean : International 
Industrialization and Per Capita Income (Studies in Income and Wealth, 
Vol. 8, Part V (New York, 1946)); Ewan Claque : International Comparisons 
of Wages, Labor Cost , and Productivity , with Special Reference to Strategic 
cmd Critical Minerals , Statement of the Commissioner of Labor Statistics 
before the National Resources Economic Subcommittee of the Senate 
Committee on Public Lands (mimeographed) (Washington, 13 June 1947); 
International Labour Organisation, Coal Mines Committee, 2nd session, 
Geneva, 1947, Report II : Utilisation of the Resources of the Coal Mining 
Industry (Geneva, I.L.O., 1947), p. 125 ; United States War Production 
Board : A Tabulation of Production per Employee and per Man-hour in 
U.S.y Canada , U.K., U.S.S.R ., Germany and Japan (mimeographed) 
(Washington, June 1945), p. 24; The Economic Journal , June-September 
1945, p. 206, u Efficiency and Organisation of the British Coal Industry ”, 
by A. Beacham ; United Kingdom Board of Trade : Working Party 
Reports: Boots and Shoes (London, H.M. Stationery Office, 1946), p. 21; 
Cotton (1946), pp. 66-67, and Appendix IV, p. 268; Furniture (1946), 
Appendix A ; Heavy Clothing (1947); Linoleum and Fdt Base (1947); and 
Wool (1947). United Kingdom Ministry of Production : Reports of the 
Cotton Textile Mission to the United States , March-AprH 1944 (London, 1944). 
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The different rates of increase in productivity in different 
industries create a problem for wage policy. Where a greater 
increase in productivity occurs in one industry than in others, 
should the full benefit of that increase be absorbed in higher 
wages and profits in the industry concerned, or should it be 
passed on to consumers in the form of lower prices for the 
products of the industry and thus be diffused throughout the 
whole economy ? 

Each course offers its own advantages and disadvantages. 
If the full benefit is absorbed by the industry concerned, the 
incentive to management and workers to raise their productivity 
still further will be at a maximum, and so also will be the 
inducement to labour and capital elsewhere in the economy to 
move into that industry. Both total output and productivity 
per head will, therefore, tend to rise still further. The widening 
of wage differentials may, however, strain the wage structure 
of the economy as a whole, and high profits may lead to over¬ 
investment in the industry. In the course of time both wage 
and profit differentials will tend to narrow again, as labour and 
capital, attracted by exceptional returns, flow out of other 
industries and into the industry in which productivity has risen. 
The process of adjustment may, however, be slow and imper¬ 
fect, and it may be a long time before workers in other indus¬ 
tries derive any benefit from it. If, on the other hand, the 
industry in which productivity has risen most passes on all or 
most of the benefit to consumers in the form of lower prices, 
this lag will be avoided; but the incentive to workers and 
management to raise productivity may prove inadequate to call 
forth their best efforts, and there may be little inducement for 
labour and other factors of production to move from other 
sectors of the economy into the industry in which they can be 
most productive. As a result, the community as a whole may 
in the long run be less well off than it could be if these incen¬ 
tives were stronger. 

In practice, what has usually happened and what is perhaps 
most desirable in the interests of the community 1 is some com¬ 
bination of the two types of adjustment. In the United States, 
for example, it has been found that 

over long periods of time the gains of productivity have been 
shared primarily in two main ways — rising levels of wages and 
salaries and lower prices or improved quality. The wage and salary 


1 Cf. Sumner H. Sliohter : Basic Criteria used in Wage Negotiations 
(Chicago, 1947), pp. 41-47. 
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level on the average seems to have risen during the past century 
just about as last as the rise in productivity. The price level has 
remained relatively constant, with price declines in those areas 
in which productivity has increased most rapidly, and with price 
rises where productivity has been increasing less rapidly. 1 

Thus, while the output per man-hour in the United States 
as a whole was about six times as great in 1940 as in 1840, the 
index of wholesale prices was only about 10 per cent, higher. 
But the index has an upward bias, so that the actual level of 
prices in 1940 was probably somewhat below the level in 1840. 
Since average hourly earnings in 1940 in the economy as a whole 
with the exception of agriculture were nearly eight times as 
high as in 1840, it is apparent that the adjustment to the 
increase in productivity took the form of a rise in incomes and in 
spending rather than a fall in prices. 2 As was noted above, there 
is evidence that in other countries similar adjustments have 
taken place. As a result there has been a fairly dose correlation 
in most countries between overfall increases in productivity, 
average money earnings and the general level of real wages. 

The correspondence is, of course, by no means exact. Not all 
of the benefits of increased productivity are taken out in the 
form of higher wages, increases in non-wage incomes, or lower 
prices. Part may be enjoyed in the form of shorter hours of 
work, holidays with pay and increased leisure. Some part of the 
increase in non-wage incomes, moreover, may go to wage-earners 
in the form of social services. There has in fact been a continu¬ 
ing trend in practically all countries toward shorter hours and 
increased social services. In Australia, for example, where full¬ 
time average weekly real wages rose 23 per cent, from 1911 to 
1943, average weekly hours of work fell from 49 to 43.6, annual 
and statutory holidays on full pay were instituted, working 
conditions were considerably improved, and transfers of income 
to wage-earners through social services are estimated to have 
raised total incomes of wage-earners substantially more than is 
indicated by the 23 per cent, rise in real wages mentioned above.® 

1 Statement by Professor J. T. Dunlop quoted in National Industrial 
Conference Board Economic Forum, Press Release of 21 July 1947. Cf. John 
T. Dunlop : “ American Wage Determination: The Trend and its Signific¬ 
ance ”, in Wage Determination anti the Economics of Liberalism, addresses by 
various authors (Washington, 1947), p. 36. 

* Cf. Summer H. Slighter : The Challenge of Industrial Relations (Ithaca, 
New York, 1947), pp. 88-89. 

* Cf. Australia, Commonwealth Bureau op Census and Statistics : 
Labour Report, 1944 (Canberra, 1946), pp. 62 and 66; and Institute op 
Public Apfaiks : Profit, Income and Living Standards (Melbourne, 1946), 
pp. 23 and 32. 
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According to one estimate covering a number of countries 
over the period 1885 to 1937, roughly one-tenth, on the average, 
of the total increase in productivity was taken out in the form 
of shorter hours. 1 


Wage Policy in Conditions of Foil Employment 

Apart from productivity, the main determinant of the level 
of average real earnings (as distinct from wage rates per hour 
or per day) is the level of employment. The methods which 
should be adopted in order to maintain full employment do not 
form part of the subject matter of the present report. The 
relation of the general level of wages to the level of employ¬ 
ment is however an important aspect of wage policy and is 
examined in some detail in Chapter VI below. As is there 
shown, the relation is one of great complexity, and neither 
theoretical analysis nor such records as are available of actual 
experience provide the basis for any exact forecast of the 
probable effect of changes in the wage level on the level of 
employment. On general grounds, however, there would appear 
to be a presumption that, given appropriate fiscal, monetary 
and price policies and a willingness to accept the consequences 
of such policies, any level of wage rates, or at least any level 
within a wide range, may be compatible with the general 
objective of full employment without inflation; but it is 
important to bear in mind the qualification at the beginning of 
this statement. The fiscal, monetary and other measures which 
would be required in order to maintain full employment without 
inflation in the face of any major change in the general level 
of wages might well be of so drastic and far-reaching a character 
as to be unacceptable to the community concerned. 

In practice, therefore, there would appear to be fairly 
definite though not easily identifiable limits beyond which 
movements in the general level of wages would seriously 
threaten the maintenance of full employment without inflation, 
at least in any economy in which substantial reliance is placed 
on private investment and in which it is desired to preserve the 
freedom of the individual to offer or withhold his services. 

The percentage of the national income or output of industry 

^Queensland Bureau op Industrt : Economic Newt, April-June 
1946, pp. 3, 6 and 7. 
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received by labour affects the amount of employment mainly 
through its influence on the ratio of consumption to savings. 
If the percentage of the national income accruing to labour 
increases, for example, because of a rise in the general wage 
level, while the total national income remains the same, the 
proportion of the national income consumed will rise and the 
amount saved will fall. This is because people with lower 
incomes have a greater “ propensity to consume ” 1 than people 
with higher incomes. Consumption may be so increased and 
the amount of savings so decreased that the amount of savings 
available for investment would be insufficient for the amount 
of investment that entrepreneurs anticipate will now prove 
profitable, and an inflationary situation may develop which 
would nullify the initial gains of labour. If, on the other hand, 
labour holds its gains and profits are squeezed, private invest¬ 
ment may fall below the volume of savings forthcoming at full 
employment, and unemployment will result. Conversely, if 
labour’s share of the national income is decreased beyond a 
certain point, full employment will be threatened by lack of 
profitable markets for final products, because of inadequate 
purchasing power in the hands of labour, and the tendency for 
profit-earners to save a large share of their incomes. It is 
apparent, therefore, that labour’s share in the national income 
can vary only within certain limits without aggravating the 
problem of maintaining full employment without inflation by 
fiscal, monetary and other means. 

The problem of what wages policy should be adopted in 
conditions of full employment, in order to ensure to workers 
the full value of their services and to contribute to the 
maintenance of full employment without inflation, is of special 
concern to workers, both because of their direct stake in the 
results of the policy adopted and because, in conditions of full 
employment such as exist in many countries at the present 
time, a strongly organised trade union movement may be in a 
position to exert a determining influence on wage policy. Some 
of the problems involved, together with suggestions for their 
solution, have been stated as follows by Lord Beveridge : 

1 The “ propensity to consume ” of a person or class of persons has been 
defined by Beveridge to indicate “ the proportion of his or their total income 
which that person or class may be expected to spend on consumption. ... 
The smaller the income, whether of a person or community, the larger is the 
propensity to consume ”. Cf. W. H. Beveridge : Full Employment in a Free 
Society (London, 1944), pp. 407-408. 
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The problem of how wages should be determined under conditions 
of full employment is . . . important . . . and difficult. . . . Making 
the labour market generally a seller's market rather than a buyer's 
market will increase permanently and markedly the bargaining 
strength of labour. In so far as this leads to labour, as a whole, 
gaining a larger share of the total product of industry, it leads to 
a desirable result. But, given the sectional structure of trade 
unionism, that is not the only possible result. Particular wage 
demands which exceed what employers are able to pay with their 
existing prices, and which force a raising of prices, may bring gains 
to the workers of the industry concerned, but they will do so at the 
expense of all other workers, whose real wages fall owing to the rise in 
prices. The other workers will naturally try to restore the position, 
by putting forward demands of their own. There is a real danger 
that sectional wage bargaining, pursued without regard to its 
effects upon prices, may lead to a vicious spiral of inflation, with 
money wages chasing prices and without any gain in real wages 
for the working class as a whole. 

It is necessary to face this possibility. Irresponsible sectional 
wage bargaining may lead to inflationary developments which 
bestow no benefits upon the working class ; which spell expropriation 
for the old-age pensioner and the small rentier ; and which endanger 
the very policy of full employment, whose maintenance is a vital 
common interest of all wage-earners. . . . There is no inherent 
mechanism in our present system which can with certainty prevent 
competitive sectional bargaining for wages from setting up a 
vicious spiral of rising prices under full employment. 

Two suggestions may be made for dealing with this problem. 
First, the central organizations of labour . . . should devote their 
attention to the problem of achieving a unified wage policy which 
ensures that the demands of individual unions will be judged with 
reference to the economic situation as a whole. If prices are kept 
stable . . . rising productivity will make possible a continuous, if 
not spectacular, rise of money wages, even if the share of the total 
product that goes to the wage-earner remains no higher than at 
present. If that share can be increased, wages may rise still more ; 
such a development is desirable from the economic as well as from 
the moral point of view. But the attempt to bring it about must be 
a co-ordinated attempt ; it must not be a blind groping and pressing 
by numerous groups, each of which sees only its own sectional interest 
and tries to exploit its particular strategic advantages, and none 
of which attempts to judge the position of the whole economy. . . . 

The second suggestion relates to arbitration. In the new condi¬ 
tions of full employment, wages ought to be determined by reason, 
in the light of all the facts and with some regard to general equities 
and not simply by the bargaining power of particular groups of 
men. This suggests, not that there should be continuance in peace 
of the compulsory arbitration which has been accepted in war, but 
that collective bargains in each industry should in general include 
a clause for arbitration by ah agreed arbitrator, in default of 
agreement between the parties. ... 

So long as freedom of collective bargaining is maintained, the 
primary responsibility of preventing a full employment policy from 
coming to grief in a vicious spiral of wages and prices will rest on 
those who conduct the bargaining on behalf of labour. The more 
explicitly that responsibility is stated, the greater can be the confi- 
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dence that it will be accepted. But both the State and the managers 
of business have their part to play. The part of the State lies in the 
adoption of a definite policy of stable prices ... it is unreasonable 
to expect from trade unions a reasonable wage policy, unless there 
is a reasonable price policy, just as much as it is impossible to have 
a price policy without a wage policy. The part of business managers 
lies in accepting the need for making available to others than them¬ 
selves full information as to the financial condition of industry. 
Wages ought to be determined by reason, not by the methods of 
strike and lockout. Ordeal by battle has for centuries been rejected 
as a means of settling legal disputes between citizens. Strikes and 
lockouts, though they cannot in a free society be forbidden by law, 
are anachronisms as indefensible as ordeal by battle. They should 
give place to reason, but reason cannot work in practical affairs 
without facts. The correlative to acceptance by trade unions of an 
arbitration clause in all collective bargains would be acceptance 
by employers in all important industries of standardised accounting 
practice and their readiness to put all facts as to profits, costs 
and margins unreservedly at the disposal of the arbitrator and an 
expert staff for criticism. 1 

The problems involved in framing wage policies appropriate 
to conditions of full employment have for some time past been 
under serious consideration by Governments, management and 
labour in many countries. For example, the Prime Minister of 
Australia, in the course of a statement made on 8 October 1947 
on the subject of amendments to the National Security (Eco¬ 
nomic Organisation) Regulations, said that 

under present circumstances it is more than ever necessary to keep 
a close watch on domestic price levels, and employers cannot be 
permitted complete freedom to offer sectional increases in pay at 
the expense of consumers, in the hope of bidding labour away from 
other industries. To avoid this danger—which is most pronounced 
in monopolistic and semi-monopolistic industries—the new regu¬ 
lation will require (hat, except in special cases, the award rates 
(of the industrial authorities) shall be maximum as well as minimum 
rates. Variations will be allowed where they result from the 
operation of a bonus, piece-work or other system of payment by 
results at present in force. New systems of this kind may be 
introduced provided they have been approved by an industrial 
authority and that they relate the rate of remuneration to the 
output or production of an employee or group of employees. 2 

1 W. H. Beveridge : Full Employment in a Free Society , op. cit. t 
pp. 198-201. Cf. The American Economic Review , September 1947, pp. 
552-565, 44 Cost Functions and Full Employment ”, by A. H. Hansen ; 
The Economic Journal , December 1947, pp. 438-455, 44 Wage Policy in Full 
Employment ”, by H. W. Singer ; and The Canadian Journal of Economics 
and Political Science, February 1948, pp. 40-61, 14 The Theoretical Problems 
of a National Wage-Price Policy ”, by M. W. Reder. 

1 Press Release (Canberra, Australia), 8 October 1947, communicated 
to the I.L.O. Cf. Commonwealth of Australia : National Security (Economic 
Organisation) Regulations , as amended by Statutory Rules, 1947, No. 145, 
made under the Defence (Transitional Provisions) Act, 1940. 
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The problem as it presents itself in the United Kingdom was 
summarised in a White Paper, Statement on Personal Incomes, 
Costs and Prices, presented to the House of Commons on 
4 February 1948 by the Prime Minister \ and in subsequent 
comments on this statement. Emphasising the danger of 
inflation, the statement pointed out that “ when it comes to a 
race between rising prices and personal incomes, prices will 
always rise in the long run, so that conditions become progres¬ 
sively worse for the holders of all personal incomes but parti¬ 
cularly for wage-earners. It is essential, therefore, that there 
should be no further general increase in the level of incomes 
without at least a corresponding increase in the volume of 
production. ” The customary relationships between personal 
income — including wages and salaries — in different occupa¬ 
tions, according to the statement, had no necessary relevance to 
modern conditions, and they must, where necessary, be adapted 
to conform to the national interest. Relative income levels must 
be such as to encourage the movement of labour to those 
industries where it was most needed. The statement continued : 

The Government accordingly feel bound to set cut the following 
general considerations as a guide to all those whose deliberations 
and actions contribute to the settlement of the amount of personal 
incomes, from whatever source. 

(a) It is not desirable for the Government to interfere directly 
with the income of individuals otherwise than by taxation. To go 
further would mean that the Government would be forced itself 
to assess and regulate all personal incomes according to some scale 
which would have to be determined. This would be an incursion 
by the Government into what has hitherto been regarded as a field 
of free contract between individuals and organisations. 

(b) In the view of the Government it is essential that there 
should be the strictest adherence to the terms of collective agree¬ 
ments. One of the main advantages of a system of collective 
bargaining is that it tends to ensure that wage and salary movements 
take place in an orderly manner and with due regard to the general 
as distinct from the individual interest. Departure from the agreed 
conditions by individual employers, whether public authorities or 
private concerns, will inevitably constitute a grave danger to the 
stability of the system of collective bargaining, and may well lead 
to competitive bargaining, and thus to general but unjustifiable 
increases in wages and salaries and to serious inflation. The value 
of the system of collective bargaining and the justification for its 
maintenance at the present time rest upon the assumption that the 
terms of collective agreements will be observed loyally by all 
employers and workers, and the Government cannot stress too 
highly the importance which they attach to this principle. 

(c) In present conditions, and until more goods and services 


1 Cmd. 7321. 
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are available for the home market, there is no justification for any 
general increase of individual money incomes. Such an increase 
will merely raise costs of production, without making more goods 
available, and so can only have an inflationary effect. Unless 
accompanied by a substantial increase in production, it would drive 
up prices and charges, adversely affect pensioners, children and 
other recipients of social services benefits, increase the money cost 
of our exports and so reduce their saleability, and by black market 
pressure make it almost impossible to operate the controls necessary 
in view of the continuing scarcity of supplies and man-power. 

(d) It does not follow that it would be right to stabilise all 
incomes as they stand today. There may well be cases in which 
increases in wages or salaries would be justified from a national point 
of view, for example, where it is essential in the national interest to 
man up a particular undermanned industry and it is clear that only 
an increase in wages will attract the necessary labour. It does, how¬ 
ever, follow that each claim for an increase in wages or salaries must 
be considered on its national merits and not on the basis of main¬ 
taining a former relativity between different occupations and 
industries. 

It will be observed from these principles that there is no justifi¬ 
cation at the present time for any rise in incomes from profits, 
rent, or other like sources and that rises in wages or salaries 
should only be asked for and agreed upon in the exceptional cases 
mentioned above. On the other hand, if at some future time there 
should be a marked rise in the cost of living the level of those 
personal incomes which as a result became inadequate would need 
reconsideration. 

The General Council of the Trades Union Congress endorsed 
the principles of the White Paper “ on condition that the Govern¬ 
ment pursues vigorously and firmly a policy designed not 
only to stabilise but to reduce profits and prices ” and to the 
extent that those principles 

(1) recognise the necessity of retaining unimpaired the system 
of collective bargaining and free negotiation ; 

(2) admit the justification for claims for increased wages 
where those claims are based on the fact of increased output ; 

(3) admit the necessity of adjusting the wages of workers 
whose incomes are below a reasonable standard of subsistence ; 

(4) affirm that it is in the national interest to establish 
standards of wages and conditions in undermanned essential industries 
in order to attract sufficient man-power ; and 

(5) recognise the need to safeguard those wage differentials 
which are an essential element in the wages structure of many 
important industries and are required to sustain those standards of 
craftsmanship, training, and experience that contribute directly to 
industrial efficiency and higher productivity. 1 

The complex nature of the problems involved in reconciling 
the claims of different groups, the need to attract additional 

1 The Manchester Guardian , 19 Feb. 1948, p. 5. 
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labour to essential industries, and the requirements for main¬ 
taining full employment without inflation, is well exemplified by 
the statements quoted in the preceding pages. While it has not 
been possible to attempt any comprehensive analysis of these 
problems in the present report, certain aspects of them are 
discussed in Chapters VI and VII below, and brief references are 
made in Chapter V to the problem of wage differentials in 
favour of essential work. 

Because of the complexity of the issues involved, and because 
of the vital importance of achieving solutions which are both 
just and workable, it is clearly desirable that these problems 
should be the subject of continuing investigation, and it is 
important that they should be given the fullest consideration 
by Governments, employers and workers. 



CHAPTER V 


RELATIVE WAGES IN DIFFERENT OCCUPATIONS 
AND INDUSTRIES 

The attainment of maximum economic and social welfare in 
any country requires not only the achievement of an optimum 
wage level together with maximum stability of employment 
and earnings but also that the relative wages in different occupa¬ 
tions and industries shall be such as will (a) cause labour to be 
allocated among the different occupations, industries and 
geographic areas in the economy in such a manner as to 
maximise the national product; (b) enable full employment of 
the resources of the economy to be attained ; and (c) facilitate 
the most desirable rate of economic progress. The present 
chapter discusses briefly (1) the extent and nature of differen¬ 
tials in wage rates and earnings; (2) the causes of these 
differentials; and (3) some of the current problems associated 
with wage differentials. 


Extent and Nature of Wage Differentials 

The extent and nature of differentials in wage rates and 
earnings in the economy as a whole, between occupations and 
between geographic areas in an economy, may be illustrated by 
a few examples. 

The spread of wage rates and of earnings is of course greatest 
for the economy as a whole. In Soviet Russia, for example, the 
earnings of wage-earners and salaried workers in industry for 
the month of October 1934 ranged from less than 50 roubles to 
more than 1,420 roubles. Of the total number of wage-earners 
3.6 per cent, received less than 50 roubles, while 1.7 per cent, 
received more than 420 roubles, or over eight times as much ; 
2.2 per cent, of the wage-earners and salaried workers received 
more than 500 roubles, some even being paid in excess of 
1,420 roubles. 1 

1 Abram Bergson : The Structure of Soviet Wages (Cambridge, Mass., 
1944), p. 228. 
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Differentials between Occupations 

The most familiar type of differential is that which occurs 
between occupations, and in particular between occupations 
involving different degrees of skill. Thus, hourly wage rates in 
Peru in October 1943 were 0.90 soles for bakers and 0.44 soles 
for building labourers. In Denmark, in the same month, hourly 
earnings were 2.98 kroner for bricklayers and masons and 
1.85 kroner for horse drivers. In the printing trade in Caracas, 
Venezuela, in October 1943, compositors received hourly rates 
of 2.5 bolivares ; machine minders, 1.5 bolivares ; bookbinders, 
0.75 bolivares ; and unskilled workmen, 0.5 bolivares. 1 

Even within a single occupation, and in the same region, 
there are often substantial variations in the rates of wages 
actually paid and in earnings. In the United States, in 1946, 
for example, investigations by the National War Labor Board 
indicated that even in a local labour market the highest rate in 
an area was usually at least 50 per cent., and frequently 100 per 
cent., above the lowest rate for workers classified under the 
same job title. 2 


Differentials between Geographic Areas 

The earnings of workers in the same occupation vary from 
region to region in the same country. Thus, in the United 
States, a study of the hosiery industry in January 1946 showed 
that average hourly earnings of full-fashioned hosiery opera¬ 
tives in the Middle Atlantic States were 11 per cent, above the 
national level of 97 cents, and in the Southern States 9 per cent, 
below that level. In Philadelphia men workers averaged $1.42 
per hour against $1.03 per hour in Statesville. Similar differ¬ 
ences existed for women workers. Wage differentials in the 
industry were also noticed between communities and plants of 
different sizes. Thus, on a national basis, the hourly earnings 
of men averaged $1.26 in towns of under 25,000 population; 
$1.68 in cities of over 100,000 population, and $1.41 in cities of 
intermediate size. Single unit knitters averaged $1.60 in the 

1 International Labour Office : Year Book of Labour Statistics, 
1943-44 (Montreal, 1946), p. 167. 

* The American Economic Review, June 1946, p. 336, “ Wage Differences 
in Local Labor Markets ”, by L. G. Reynolds. 
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largest mills, $1.40 in mills with 8 to 50 workers, and only $1.35 
in the intermediate size group. 1 

Similar differences exist in other countries. For example, 
the hourly rates or earnings in October 1943 of iron moulders 
in Mexico were 0.84 pesos in Monterey and 0.51 pesos in 
Puebla; in Sweden, they were 1.20 kronor in Malmo and 
1.34 kronor in Stockholm ; in Canada, they were $0.69-0.97 in 
Montreal and $1.00 in Vancouver. 2 

Regional differentials of this kind may arise as a result of 
any one or more of a great many factors affecting the demand 
for or the supply of labour in different regions, as a result of 
differences in the cost of living, or as a result of differences in 
the degree of competition in the markets for labour or for goods, 
and in particular in the relative bargaining power of workers 
and employers in different regions. 3 


Factors Responsible for Wage Differentials 

It was assumed in Chapter in, in discussing the factors 
which determined wages, that all workers were of equal skill 
and efficiency. Such an assumption, of course, is unrealistic. 
Workers do differ in skill and efficiency. After allowance has 
been made for the costs of movement from one job to another, 
such differences should be reflected exactly in differences in 
wage rates under conditions of perfect competition in the labour 
market and in the markets for the products of industry ; or of 
perfect competition in the labour market and the same degree 
of imperfection of competition throughout the markets for the 
products of industry ; or of the same degree of imperfection of 
competition throughout the labour market; or of the same 
degree of imperfection of competition throughout the labour 
market and also throughout the markets for the products of 
industry. However, as was seen in Chapter in above, perfect 
competition does not normally prevail in either the labour market 
or the product markets of a modem economy. Further, it is 

1 Monthly Labor Review, December 1946, pp. 955-958, “WageStructure 
of the Hosiery Industry, January 1946 ”, 

• International Labour Office : Year Booh of Labour Statistics , 
1943-44 (Montreal, 1945), pp. 164-169. 

8 For an analysis of the influence of some of these factors, see Carrie 
GrLASSER : Wage Differentials: The Case of the Unskilled (New York, 1940), 
Chapter VIII. 
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unlikely that the same degree of imperfection of competition will 
be found throughout the labour market or the product markets. 
Consequently it will be found that workers of the same skill and 
efficiency are frequently paid at different rates and earn different 
amounts even in the same occupation and the same industry. 
Such differences in wage rates and earnings may be caused by 
ignorance on the part of either employers or employees as to 
prevailing wage rates, by the influence of customary ideas as to 
what rates should be or by the effect of inertia and other 
obstacles to the movement of workers from lower-paid to higher- 
paid jobs. 1 Wage differentials can also be brought about by 
other factors, some of which are noted below. 


Differentials Due to Different Systems of 
Payment 

The two basic systems of wage payment are by time or by 
piece rate. Time payments are by the hour, day, week, month 
or year, although the most usual are hourly, daily or weekly 
payments. Piece rate payments are made in terms of units of 
output. As was noted in Chapter II, numerous variations and 
combinations of these two basic systems are used, the object 
generally being to provide workers with an incentive to increase 
their output. Thus, workers may receive a daily wage, but may 
be paid in addition a bonus or premium for production in excess 
of a given amount. Again, hourly or daily rates for each worker 
or groups of workers may be set according to their performance. 
Profit-sharing may cause a further variation in the earnings of 
workers, but the amount of profits earned during a period and 
allotted to workers does not bear a direct relationship to each 
worker’s output, as is the case with a piece rate. If different 
systems of remuneration are used in an industry, workers in 
different plants in the industry may receive a different monetary 
reward for the performance of the same quantity of work. 

It is customary in some industries to pay wages partly in 
kind. Such payments, which sometimes represent a substantial 
part of the total remuneration, Eire a further source of wage 
differentials. Faum workers, for example, Eire frequently 


1 Cf. Z. Clark Dickinson : Collective Wage Determination, op. cit., pp. 
67-69, 491, 664 and 682 ; Carrie Glasser : Wage Differentials, op. cit.. 
Chapter VI; Review of Economic Statistics, August 1946, pp. 162-169, “Wage 
Diversity and its Theoretical Implications ”, by Richard A. Lester ; and 
Edmund Whittaker : op. cit., pp. 697-604. 
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TABLE IX. TYPES OP ADDITIONS TO OB DEDUCTIONS FROM 
EMPLOYEES’ WAGES IN INDUSTRY IN THE UNITED STATES 
(RESULTS OP SAMPLE ENQUIRY) 



Industry 

Type of addition 







or deduction 

Lum¬ 

ber 

Mining 

(Alaska) 

Oil 

Railway 

Textile 

All 

others 

Number of com - 







parties .... 

19 

— 

3 

— 

89 

17 1 

Board. 

4 

_ 2 

— 

_8 

6 

_ 

Company stores . 
Electricity and 

8 

— 

— 


39 

23 

— 

water. 

— 

«— 

— 

_4 

— 

Fuel. 

4 

— 

3 

_4 

20 

— 

Housing and rent 

6 

— 

— 

_4 

77 

2 

Insurance .... 

3 

— 

— 

— 

33 

16 

Laundry .... 
Loans and 

— 

— 

— 

— 

1 

— 

advances . . . 

5 

— 

— 

— 

17 

3 

Lodging. 

Medical, dental 

2 

— 

— 

_8 

1 

— 

and hospital 





14 


services .... 

3 

— 

— 

— 

— 

Miscellaneous . . 

4* 

— 

i 


13 • 

1» 


Source: Communication to the I.L.O. dated 6 December 1946, of the results of a 
sample search in November 1946 of the files of the Wage and Hour and Public Contracts 
Division of the United States Department of Labor. The sample surveyed did not include 
agriculture. (For an account of the extent of perquisites in agriculture in the United 
States, reference may be made to Monthly Labor Review , August 1947, p. 193.) 

1 Includes shipbuilding (3 plants), radiator manufacturers (3 plants), insulation 
products manufacturing (1 plant), office machines manufacturing (1 plant), furniture 
manufacturing (1 plant), road construction (1 firm), tobacco products manufacturing 
(1 plant), wholesale food (1 firm), rubber products manufacturing (1 plant), glass manu¬ 
facturing (1 plant), coal (2 firms) and insurance (1 firm). 

* It is a general practice among Alaskan mining concerns to make deductions from 
their employees’ wages for meals. 

* It is a general practice among railway companies to make deductions from the 
wages of their dining car employees for meals and lodging. 

4 Railroad maintenance-of-way employees are frequently supplied with housing, 
fuel and electricity. 

4 Tools, ice, mechanical water coolers, milk. 

4 Eyeglasses, Christmas savings, uniforms, contributions, employees’ savings, cemetery 
plots, club dues. 

* Clothing. 


provided with board and lodging. Seamen also receive a sub¬ 
stantial part of their remuneration in kind. For example, it 
has been estimated that, in 1943, licensed officers, radio 
operators and supervisory personnel on United States deep sea 
and Great Lakes vessels received food and lodging to the value 
of $48 a month, while other personnel received food and lodging 
to the value of $36 a month. 1 


1 Hearings before House Committee on Merchant Marine and Fisheries, 
78th Congress, 1st Session, 24-29 June 1943, p. 303. 
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Some companies provide all or some of their workers with 
free or cheap transport, housing, laundry, fuel, electricity and 
water, tools, uniforms or recreation facilities. However, deduc¬ 
tions are often made from the wages of the workers concerned 
for the provision of these services. Sometimes a company 
allows its employees to purchase, at a discount, products it has 
for sale. Some employers make payments to provide their 
employees with accident, life and unemployment insurance or 
with a pension on retirement. Again, technical education and 
union dues are sometimes paid by the employer. 

The table above gives some indication of the relative 
frequency of certain types of additions to or deductions from 
wages in various industries in the United States in the years 
immediately prior to 1944. 

Differentials Due to Payments for Overtime, etc. 

Differences between the earnings of workers in the same 
occupation or industry arise not only from differences in wage 
rates but also from differences in such matters as overtime 
rates, shift differentials, the procedure for discharge, lay-off or 
transfer and the application of specific rules affecting seniority 
and promotion. 1 

Provision is usually made in collective agreements for 
premium rates for overtime and for night shifts. During the 
war increased overtime and the working of night shifts 
in industries producing or handling war materials led to 
considerable increases in earnings in these industries as 
compared with earnings in other parts of the economy. In 
peace time, overtime rates and shift differentials may also lead 
to differences in workers’ earnings in different industries. 
Thus, in the United States in 1946, shift differentials commonly 
ranged from 5 to 12.5 per cent, over the regular rate. Some¬ 
times instead of, but generally in addition to, these differentials, 
workers received other advantages such as a reduction of the 
regular working period from eight hours to seven hours or extra 
rest and lunch periods. 2 

Differences in the remuneration of workers in different 


1 Cf. Cost Behaviour and Price Policy (New York, National Bureau of 
Economic Research, 1943), pp. 118-119 ; J. T. Dunlop : op. oit., pp. 16-19; 
and Summer H. Slichter : Union Policies and Industrial Management 
(Washington, D.C., 1941), Chapters I-VI. 

* Monthly Labor Review, October 1947, pp. 419-430, “Premium Pay 
Provisious in Selected Union Agreements”. 
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industries also occur as a result of payments for vacations, 
statutory holidays and sick leave. In some countries these are 
determined by legislation, but in others they are fixed by 
collective bargaining. In recent years such payments have been 
extended in many countries. Not only has an increased number 
of workers enjoyed paid holidays, but the length of the holiday 
period has been extended. 1 

Provision is frequently made in legislation and in collective 
agreements for compensation for dismissal or lay-off, the actual 
value of payments for which varies from country to country 
and from industry to industry. Up to September 1939, forty 
countries had adopted dismissal notice or compensation legisla¬ 
tion for salaried employees or for wage-earners. 2 For example, 
in Argentina, agricultural workers who are dismissed without 
lawful cause are entitled to compensation equal to half a month’s 
wages for each year of employment or fraction of a year 
exceeding six months. 3 Union agreements in the United States 
show differences in the amounts of compensation payable even 
in the same industry. Thus, in the newspaper industry the 
main provisions of the contract negotiated with one New York 
paper by the American Newspaper Guild allow severance pay 
amounting to two weeks for each year of service, with no maxi¬ 
mum, calculated on the average basic salary during the 
previous twenty-six weeks. A similar contract with another 
New York paper allows severance pay of two weeks after six 
months’ service and approximately one week for each additional 
six months up to twenty-three years, with a maximum of fifty- 
two weeks, calculated on the average earnings for the previous 
three months. 4 


Differentials Due to Sex 

Different rates of pay for men and women are common in 
Government service, in the professions, in industry and in 
agriculture in many countries. 

1 For further information on this point see International Labour Confer¬ 
ence, 27th Session, Montreal, 1946 : Director’s Report, pp. 74-80 (Montreal, 
I.L.O., 1946). 

* Everett D. Hawkins : Dismissal Compensation and the War Economy 
(Washington, January 1942), p. 37. See also Chapter IX. 

* Agricultural Worker’s Code, 1944, Decree No. 28, 169/44, dated 17 Oct. 
1944 (International Labour Office : Legislative Series, 1944, Arg. 3). 

4 American Newspaper Guild : Wages and Conditions in American 
Newspaper Guild Contracts, 10 June 1946 (New York, June 1946),pp. 100-101. 
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The amount of the differentials between men’s and women’s 
wages varies not only from country to country but also from 
one field of activity to another. These differences correspond, 
to a great extent, to the differences in the type of work done. 
Women predominate in many of the lower paid industries and 
occupations and men in those which are more highly paid. 
Within the same occupation, however, and where there is no 
appreciable difference in quality or quantity of output, women’s 
wages are frequently lower than those of men. In the teaching 
profession, for instance, such countries as Denmark, France, 
Sweden and some States of the U.S.A. 1 provide for the same 
remuneration for both sexes, but in others the wage differential 
may be 10 to 20 per cent., as in England (1946) 2 , 25 per cent., 
as in Western Australia, of 14 per cent., as in Queensland 
(Australia). 3 

In the civil service, according to an unpublished survey 
made by the I.L.O. in 1945 which covered thirty-eight countries, 
there were twenty-seven countries which applied a single scale 
of salaries according to which men and women in the same grade 
were paid at the same rate ; eight countries in which equal pay 
for equal work was the general rule, with certain exceptions; 
and three in which the general rule was a double scale of rates 
according to sex, although there might be exceptional cases in 
which “ equal pay for equal work ” was applied. Equal pay for 
men and women civil servants does not preclude a difference in 
the average salary which is received by the male and female 
staff. The average salary of women civil servants is lower in 
all countries than that of men civil servants, owing to the 
fact that more women than men are to be found in the lowest 
grades of the service. This is due not only to the fact that the 
upper grades of the public services are perhaps less accessible 
to women, but also to the greater number of women in the 
service belonging to the younger age classes. 

In industry, differences between men’s and women’s wages 
still persist, although in recent years these differences have been 
reduced. In the United Kingdom, the average weekly earnings 
of adult women were 53 per cent, of those of adult men in 


1 The Law and Women's Work, I.L.O., Studies and Reports, Series I, 
No. 4 (Geneva, 1939), Chapter XI. 

* Royal Commission on Equal Pay, 1944-1946 : Report (London, H.M. 
Stationery Office, October 1946, Cind. 6937). 

* The Law and Women’s Work, op. cit. 
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January 1945, as compared with 47 per cent, in October 1938. 1 
In Australia, before the war, the basic wage for women in 
industry was fixed at from 50 to 54 per cent, of the basic wage 
for men. 2 A rise to 75 per cent, took place in vital industries 
in New South Wales during the war. 3 The policy followed by 
the Women’s Employment Board 4 , established in 1942 to 
regulate the conditions of employment of women workers, was 
reflected in a decline of the average differential between men’s 
and women’s wage rates. From 1939 to September 1947, the 
average hourly wage rates of women workers in Australia rose 
57 per cent, as compared with an increase of 42 per cent, in the 
rates for men. 

In France, the differentials applied to women wage-earners 
on 1 April 1946 amounted to about 15 per cent. After the 
enforcement of the Order of 30 July 1946 establishing wage 
equality, the differential was reduced to 7.9 per cent, in April 
1947, while, during that period, women’s wages rose by 43 per 
cent, as compared with 34 per cent, for men’s wages. 5 

The position in a few other countries may be briefly noted. 
Thus, in 1946, women’s hourly earnings were 65 per cent, of 
those of men in Sweden, 72 per cent, in Bulgaria, and 61 per 
cent, of those of skilled men workers and 70 per cent, of those 
of unskilled men workers in Denmark. 6 

Differentials Due to Differences in Relative 
Bargaining Power of Employers and Workers 

As was noted in Chapter HE, one of the factors which deter¬ 
mine the level of wages in any given industry or occupation is 
the relative bargaining power of employers and workers. 
Where relative bargaining power differs in different industries, 
occupations and areas, differentials in the wages for similar jobs 
are bound to arise. It does not of course follow that organised 
workers will always receive more than unorganised workers, or 
that strongly organised workers will enjoy a differential over 

1 Royal Commission on Equal Pay, 1944-1946: Report, op, cit., p. 48. 

* The Law and Women's Work, op. cit., p. 392. 

* New South Wales Industrial Gazette, 30 September 1946, p. 318. 

4 International Labour Review, Vol. XLVIII, No. 1, July 1943, p. 100; 
Vol. LII, No. 6, December 1946, pp. 632-642. 

* Idem, Vol. LV, No. 6, June 1947, p. 664 ; La Revue franfaise du travail, 
No. 19, October 1947, pp. 919 et seqq. 

* International Labour Review, Vol. LVI, Nos 6-6, November-December 
1947, pp. 634-638. 
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workers who are less strongly organised ; in any particular case 
the factor of bargaining power may be outweighed by other 
factors, such as the degree of competition in the product market 
or the differences ih productivity per worker, or by any of a 
number of other factors which influence particular rates of 
wages. A survey of the industrial chemical industry in the 
United States in January 1946 showed, for example, that “ the 
wage rates of union workers in the country at large exceeded 
those of non-union workers in seven out of every ten occupa¬ 
tions studied ; the difference for comparable jobs averaged about 
3 per cent. ” 1 In the electroplating industry, on the other 
hand, no marked difference between the rates received by 
organised and unorganised workers was shown by a study of 
the industry in January 1945. 2 As a general rule, however, 
differences in the degree of organisation of workers in different 
industries and occupations are likely to be reflected in relative 
wages. 


Differentials under Wage Eegulation 

As was noted in Chapter in, the wage rates fixed by a wages 
board, arbitration court or other wage-fixing authority may 
differ from those which would develop in conditions of perfect 
competition and may differ also from those which would result 
from collective bargaining. Where minimum, standard or 
maximum wage rates are fixed by authoritative regulation, 
therefore, the pattern of wage differentials established will 
depend not only on market conditions but also on the views and 
policies of the wage-fixing authority. In general such an 
authority is likely to pursue, as one of its objectives, a fairly 
high degree of uniformity within any single occupation in a 
given area or region, and also within groups of occupations 
involving similar degrees of skill. Again, it is likely to set 
similar premium rates or margins in different industries and 
occupations under its jurisdiction for shift work, overtime, 
dangerous or dirty work, work involving prolonged absence from 
the worker's place of residence, occupations in which the worker 
is put to special expense for the purchase of tools or protective 
clothing, and so on. There is thus a tendency under any system 

1 Monthly Labor Review, November 1946, p. 748, “ Wage Structure of 
tbe Industrial Chemical Industry, January 1946 ”. 

* Idem, May 1946, p. 773, “ Wage Structure of the Electroplating and 
Polishing Industry, January 1946 ”. 
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of authoritative wage regulation for the various types of wage 
differentials to be established or adjusted in accordance with 
certain principles, and for a greater degree of uniformity to 
exist among comparable cases than can ordinarily be expected 
to result from the free play of market forces . 1 

Some Problems Associated with Wage Differentials 

To the extent that wage differentials reflect differences in 
the productivity of different types of labour, or of labour of the 
same type in different places, they have a sound justification 
(given the existing conditions of demand and supply for the 
types of labour concerned) and perform an important function— 
they serve to attract to different jobs the workers who have or 
can acquire the particular quality of skill, and are willing to per¬ 
form the services, that are needed for the efficient performance 
of those jobs. They help to equalise the “ net advantages ” of 
employment in different occupations by rewarding with a higher 
wage workers who are prepared to devote time and effort to 
acquiring such specialised skill as that of a joiner or a fitter, or 
to face the hazards and discomforts associated with such occu¬ 
pations as mining or tunnelling. At the same time they ensure 
that workers of different degrees of skill and efficiency are 
rewarded in proportion to the value of their contributions to the 
wealth and welfare of the community. 

In practice, however, as may be gathered from even the brief 
account of actual wage differentials given in the preceding 
pages, many of these differentials are due in part at least to 
factors which have little or no relation to the relative attrac¬ 
tiveness or difficulty of different jobs, or to the relative skill or 
efficiency of different workers. Moreover, differentials, once 
established, tend to persist long after their economic basis has 
disappeared. The pattern of differentials which exists at any 
particular time or place is thus likely to be full of anomalies and 
to differ at many, if not always easily recognisable, points from 
anything which might be regarded as an ideal. Anomalies of 
this kind present some of the most difficult problems of wage 
policy. In the remaining paragraphs of this chapter three 
current examples of such anomalies are briefly discussed. 

1 Cf. for example, George Anderson : Fixation of Wages in Australia 
(Melbourne, 1929), and Economic Record (Melbourne), Vol. XIII, No. 25, 
December 1937, “ The Pair Wage Principle in New Zealand: Its Application 
and a Possible Extension ”, by E. J. Riches. 
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Margins for Essential Work 

In most of the countries involved in the Second World War 
favourable differentials in wage rates, as well as high overtime 
earnings and shift bonuses, were used as inducements to attract 
workers into industries producing war supplies. In some cases 
the differentials in wage rates were established deliberately for 
this purpose; in others they were the result of the piece rates 
set for new operations in which, as the scale of war production 
expanded and improved techniques were introduced, the 
workers’ output rose to unexpected levels . 1 With the post-war 
contraction of the industries concerned, differentials of this 
latter type have tended to disappear; but other war-created 
differentials have persisted. Some of these, it is true, repre¬ 
sented a correction of earlier anomalies, and will serve a useful 
purpose in peacetime as in war; but others have outlived their 
usefulness and, instead of attracting workers into occupations 
in which their services are most needed, now have the opposite 
effect. 

Wartime and post-war rationing and price controls have also 
led in certain cases to the emergence of wage differentials which 
attract labour away from essential industries. Shortages of 
essential consumers’ goods have diverted expenditure to luxuries, 
the prices of which were subject to less strict control; and the 
producers of such goods, making high profits, have been able 
to offer high rates of wages and thus to attract workers whose 
services were needed urgently elsewhere. 

If wage differentials could serve in wartime to attract labour 
to essential industries, and can succeed also in attracting workers 
to luxury trades, why, it may be asked, can a new set of 
differentials not be established that would induce workers to 
move into the avenues of employment that are considered most 
important for reconstruction and recovery ? The answer is, in 
part, that the need for differentials of this kind has in fact been 
recognised 2 , and that such differentials have been established 

1 Much the same thing happened during the war of 1914-1918. Cf. E. J. 
Riches : “ Relative Wages in Wartime ”, in International Labour Office: 
Studies in War Economies (Montreal, I.L.O., 1941). 

* Cf. the statement in a recent British White Paper that “ There may 
well be cases in which increases in wages or salaries would be justified from 
a national point of view, for example, where it is essential in the national 
interest to man up a particular under-manned industry and it is dear that 
only an increase in wages will attract the necessary labour ” ( Statement on 
Personal Incomes, Costs and Prices, London, February 1948, Cmd. 7321). 
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in certain cases and have achieved a limited measure of success. 
Because of the dangers of a wage-price spiral in conditions of 
full employment, Governments have, however, been reluctant 
to place any great reliance upon such differentials. In some 
cases, of course, the major obstacle to transfers of labour on 
the scale desired is in any case one which no practicable wage 
differential could overcome: there may, for example, be a 
shortage of housing in the area in which more workers are 
needed. Other types of shortages also reduce the effectiveness 
of wage incentives; if the goods the worker wants are not 
available, a higher wage is not worth much. But even where a 
wage differential could exert a strong attraction, its effective¬ 
ness may be short-lived. Traditional relations between wages 
in different industries and occupations command strong 
allegiance. Though changes occur gradually over long periods 
of time, any sudden change is apt to be vigorously resisted. A 
sudden increase in wages in a particular industry is therefore 
likely, however good the reason for it, to provoke immediate 
demands for similar increases elsewhere. In conditions of full 
employment, and with the wartime apparatus of wage controls 
dismantled (as it has been in many countries), such demands are 
likely to succeed. To the extent that they do, the purpose of 
the special differential will be thwarted ; and with wages rising 
throughout the economy prices too will rise, and workers as a 
group may find themselves no better off, though certain sec¬ 
tions may gain at the expense of others. 

Consequently, though a policy of setting new or higher 
differentials in favour of essential work may make some 
contribution towards solving the problem of under-manned 
industries, there appear to be fairly narrow limits to the extent 
to which it can be relied upon for this purpose in present 
circumstances. The scope for such a policy may, it is true, be 
greater in the case of piece-rate and bonus systems than in 
the case of time rates; and its effectiveness would of course 
be greatly increased if agreement could be reached among 
employers’ and workers’ organisations in all the industries 
concerned to adopt a policy of this kind as a deliberate part 
of a general wage policy. 

Margins for Skill 

For a variety of reasons there has been a narrowing of 
the differentials between skilled and unskilled wages in many 
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countries during the past decade. The main factor in the decline 
has been the tendency of authorities responsible for wage 
controls to limit wage increases as far as possible to flat rate 
adjustments designed to offset rising costs of living. Even where 
no such policy was deliberately followed, or where formal wage 
controls have been relaxed, the increasing importance which 
the cost-of-living factor in wage adjustments inevitably assumes 
in times of rising prices has tended to produce the same result. 
The existence of full employment, by increasing the competition 
among employers for labour and narrowing the differences in 
bargaining power between skilled and unskilled workers, has 
had a similar effect. 

In New Zealand, for example, the proportion by which the 
Arbitration Court’s standard minimum rate for skilled workers 
exceeded that for unskilled fell from 25.6 per cent, in 1919 to 
17.8 per cent, in 1937, 15.8 per cent, in 1939 and 14.7 per cent, 
in 1947. 1 In Italy, where the skilled worker’s margin before 
the war was some 40-45 per cent., it has fallen to about 5 or 
10 per cent., largely as a result of the growing importance of 
cost-of-living and family allowances and other payments which 
have little relation to the worker’s skill or job. In the United 
Kingdom, though margins for skill declined less during the 
Second World War than during the first, the decline was 
nevertheless appreciable: the hourly rate for a bricklayer, 
for example, was 33 l / 3 per cent, above that for a builder’s 
labourer in 1939, and by 1946 the margin had fallen to 25 per 
cent, (in 1914 it was almost 44 per cent.). 2 In the United 
States also margins for skill declined in certain industries; in 
the building trades, for example, hourly wage rates of jour¬ 
neymen rose only 45 per cent, from June 1939 to July 1947, 
while those of helpers and labourers rose 71 per cent. 3 In 
Switzerland average earnings of unskilled male workers in 
industry, transport and commerce rose 57 per cent, from 1939 
to 1945, while those of skilled workers rose 46 per cent. 4 In 
some countries, on the other hand, little or no change seems 


1 Cf. Otago Daily Times (Dunedin, N.Z.), 2 February 1948, p. 7. 

1 Cf. A. L. Bowley : Wages, Earnings and Hours of Work, 1914-1917, 
United Kingdom (London and Cambridge Economic Service Special Memo¬ 
randum No. 60, May 1947), p. 6. 

* Monthly Labor Review, January 1948, p. 61, “ Union Wage Scales in 
the Building Trades, 1947 ”. 

4 Cf. International Labour Office : Year Book of Labour Statistics, 
1945-46, p. 123. 
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to have occurred since 1939 in relative margins for skill; this 
was the case, for example, in Austria 1 , in Belgium and in Den¬ 
mark. 2 In France the average margin for skill (in terms of 
hourly wages), which had fallen from 56 per cent, in 1929 to 
44 per cent, in 1939, rose to 47 per cent, in 1945. 3 

In some cases the special circumstances of the war and 
post-war periods may have served merely to precipitate a 
decline in skilled workers’ margins which was in any case to 
be expected sooner or later. There appears to be a long- 
period tendency for these margins to decline as a result of the 
gradual extension of more equal opportunities for education 
and vocational training to all classes of the population 4 , 
increasing mobility of labour, stronger trade union organisation 
among the less skilled workers and an increase in the propor¬ 
tion of semi-skilled jobs. To the extent that the decline reflects 
increasing productivity on the part of the less skilled workers, 
and provided it does not proceed so far as to leave insufficient 
incentive to young workers to train for skilled work, the 
tendency toward greater equality in wage rates may be 
regarded as being in line with generally accepted social objec¬ 
tives. There has, however, been some concern on the part 
of wage-fixing authorities, as well of skilled workers’ organi¬ 
sations, lest the decline in some cases may not already have 
proceeded too far. In Australia, for example, the Common¬ 
wealth Court of Conciliation and Arbitration in the course of 
a judgment concerning the fixation of wages in the metal 
trades, delivered on 26 June 1947, came to the conclusion that 

. . . the highly skilled man in this industry is not receiving, and 
has not for some time received, anything like a just recompense 
for his skilled work measured either by the personal sacrifices he 
has had to make to acquire his skill and knowledge — the productive 
results of that skill — or the social value of it. Nor is his reward 
adequate when measured against rewards offered to other workers 
in some other industries. . . . We are convinced that in the social 
interest, skill and enterprise should receive the maximum encourage¬ 
ment. 5 


1 Cf. Monatsberichte des Ostcrreichischen Institutes fur Wirtschaftsfor- 
sohung, No. 10, 30 Oct., 1947, p. 248. 

* Cf. International Labour Review, Jan.-Feb. 1948, pp. 135-130. 

* International Labour Office: Tear Book of Labour Statistics, 1945-46, 
p. 140. 

_ •«. International Labour Review, June 1932, “Education and Relative 

Wage Rates ”, by A. O. B. Fisher. 

* New South Wales Industrial Gazette, 30 Sept. 1947, p. 545. 
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Differentials between Men’s and Women’s Wages 

In a number of countries the differentials between men’s 
and women’s wages also declined during the war. In part this 
decline, like the narrowing of other types of wage differentials, 
was due to the general conditions of full employment and rising 
prices. Mainly, however, it was due to the greatly increased 
demand in wartime for the services of women workers. Women 
gained access, though in some cases only temporarily, to occu¬ 
pations which had formerly been reserved to men; and in 
many cases they were paid at the same piece and bonus rates. 
Employers, short of labour, bid against one another for their 
services; and where wage rates were controlled, wage-fixing 
authorities sanctioned increased rates as an inducement to 
women to enter industrial employment. 

With the resulting steady expansion in the number of 
industries and occupations in which women find themselves 
doing work identical or almost identical with that done by 
men, the issue of equal pay for equal work has received 
increasing attention. It has been the subject of investigation 
or negotiation in a number of countries *, and has recently 
formed the topic of a resolution adopted by the Economic and 
Social Council of the United Nations. The full text of the 
Council’s resolution, adopted on 10 March 1948, is as follows : 

The Economic and Social Council, 

Having considered the question of the application of the principle 
of equal pay for equal work for men and women workers placed 
on its agenda at the request of the World Federation of Trade 
Unions, and the memorandum submitted on the subject by the 
Federation , 2 

Having considered the recommendation on equal pay adopted by 
the Commission on the Status of Women ; 

Reaffirms the principle of equal right to men and women laid 
down in the Preamble of the United Nations Charter and approves 
the principle of equal remuneration for work of equal value for men 
and women workers ; 

Calls upon the States Members of the United Nations to imple¬ 
ment the latter principle in every way, irrespective of nationality, 
race, language and religion ; 

Decides to transmit the memorandum of the World Federation of 
Trade Unions to the International Labour Organization, inviting the 
latter to proceed as rapidly as possible with the further consideration 
of this subject and to report to the Council on the action which it 
has taken ; 

1 See, for example. Royal Commission on Equal Pay, 1944-46: Report, 
op. cit. 

* See Appendix VIII. 
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Further resolves to transmit the memorandum of the World 
Federation of Trade Unions to the -Commission on the Status of 
Women for its consideration and for any suggestions it may wish 
to make to the Council ; and 

Invites non-governmental organizations in Category “A” con¬ 
cerned to present their views on the subject to the I. L. O. and to the 
Council. 

It will be recalled that Article 41 of the Constitution of the 
International Labour Organisation as it was originally adopted 
in 1919 affirmed “ the principle that men and women should 
receive equal remuneration for work of equal value ”. In the 
amended Constitution adopted in 1946 the more general objec¬ 
tive of “ recognition of the principle of equal remuneration for 
work of equal value ” is stated in the Preamble. 

The principle of equal pay for work of equal value by men 
and women has also been incorporated in an international 
labour Convention, in various Recommendations and in a 
number of Resolutions adopted by the International Labour 
Conference and by other bodies of the International Labour 
Organisation. The Convention (No. 82) concerning social policy 
in non-metropolitan territories adopted in 1947 states that 
“it shall be an aim of policy to abolish all discrimination 
among workers on grounds of race, colour, sex ... in respect 
of ... wage rates, which shall be fixed according to the principle 
of equal pay for work of equal value in the same operation 
and undertaking to the extent to which recognition of this 
principle is accorded in the metropolitan territory ”. 1 The 
Recommendation (No. 30) concerning the application of mini¬ 
mum wage fixing machinery, adopted in 1928, calls attention 
to the principle affirmed in the original Constitution. 2 The 
Recommendation (No. 71) concerning employment organisa¬ 
tion in the transition from war to peace, adopted in 1944, calls 
for “the establishment of wage rates based on job content, 
without regard to sex, in order to place women on a basis 
of equality with men in the employment market ”. 8 Resolutions 
concerning equal pay for work of equal value by men and 


1 Cf. International Labour Office : Official Bulletin, 31 July 1947. 
Vol. XXX, No. 1, pp. 17-28. 

* Cf. International Labour Office : International Labour Conference: 
Conventions and Recommendations, 1919-37 (Geneva, 1937), p. 165. 

* Cf. International Labour Office : Official Bulletin, 1 June 1944. 
Vol. XXVI, No. 1, pp. 61-73. 
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women include those adopted by the Second 1 and Third 2 * 
Conferences of American States Members of the International 
Labour Organisation held in 1939 and 1946 respectively, by 
the Textiles Committee at its first session in 1946 s , by the 
30th Session of the International Labour Conference in 1947, 4 5 
and by the Regional Meeting for the Near and Middle East 
in November 1947. 8 

The principle of equal pay for equal work has been embodied 
in the Constitutions of certain countries. The Constitution of 
the United States of Mexico, for example, provides that “the 
same remuneration shall be paid for the same work without 
regard to sex or nationality. ” 6 The Constitutions of the Union 
of Soviet Socialist Republics, 7 and of Venezuela 8 contain 
similar provisions. The Constitution of Nicaragua, on the other 
hand, after proclaiming that “ All Nicaraguans are equal before 
the law ”, adds: “ Women are excepted because of the differ¬ 
ences inherent in their nature, and in the interest of the 
family. ” 9 

While constitutional or other formal recognition of the prin¬ 
ciple of equal pay for work of equal value may be the first 
step towards its practical application, it is clearly no more 
than a first step. The real problems arise in the interpretation 
and implementation of the principle in particular occupations 
and industries. 10 It is clear, for example, that where the pro- 

1 Cf. International Labour Office : International Labour Code, 
1939 (Montreal, 1941), p. 822. 

* Cf. International Labour Office : Official Bulletin, 5 September 
1940, Vol. XXIX, No. 2, pp. 100-101. 

* Cf. International Labour Office : document IC/T/1/18, Annex, p. XII. 

* Cf. International Labour Office : Official Bulletin, 31 July 1947, 
Vol. XXX, No. 1, pp. 72-74. 

5 Cf. idem, 1 December 1947, Vol. XXX, No. 4, p. 223. 

* International Labour Office : Constitutional Provisions concerning 
Social and Economic Policy (Montreal, 1944), p. 376. 

7 Ibid., p. 178. 

* Cf. International Labour Review, Vol. LVI, Nos. 6-6, November- 
December 1947, p. 694. 

* International Labour Office : Constitutional Provisions concerning 
Social and Economic Policy, op. cit., p. 394. 

10 Cf., for example, the following statement by the Chancellor of the 
Exchequer concerning the policy of the Government of the United Kingdom: 
“ As a broad affirmation of a general principle, the Government accept, as 
regards their own employees, tne justice of the claim that there should be no 
difference in payment for the same work in respect of sex. But such accept¬ 
ance leaves unsettled many difficult questions of interpretation. It also 
leaves open the very important practical question of when effect should be 

S iven to this principle, and over what range of cases. The Government are 
eflnitely of the opinion that this principle cannot be applied at the present 
time” ( Parliamentary Debates, House of Commons, 11 June 1947, Col. 1070). 
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ductivity of men and women workers is different, equal time 
rates of pay would not represent an application of this prin¬ 
ciple ; and if the difference in productivity were marked even 
uniform piece rates might be open to objection, since total 
production costs per unit would be higher for the output of 
the slower workers than for that of the faster. Where the work 
performed is not identical the problem of ascertaining what 
rates would represent equality is still more complicated, though 
perhaps not more so than the comparable problems that are 
constantly encountered and solved in setting rates for different 
jobs. Again, where the employment of women involves special 
overhead costs — i.e., for supervision, or for rest rooms or 
other facilities — even equal output will not mean work of 
equal value. 

In many occupations therefore the existence of some dif¬ 
ferential between men’s and women’s wages would be quite 
consistent with the principle of equal pay for work of equal 
value. What makes the inequality of men’s and women’s wages 
a problem is the fact that the differentials which actually 
exist are generally much greater than anything that could be 
accounted for in this way. The reasons for the size of existing 
differentials lie deep in prevailing social customs and employ¬ 
ment practices as well as in the physiological and other dif¬ 
ferences between the sexes. These factors influence both the 
demand and the supply conditions of men’s and women’s labour. 
Their combined effect is, broadly speaking, that “ relatively 
to the numbers of men and women respectively offering them¬ 
selves for employment, the range over which men’s services 
are, for one reason or another, more keenly demanded than 
women’s exceeds the range over which women’s services are 
more keenly demanded than men’s ”. 1 In these conditions, the 
mechanism of the market, operating through individual or 
collective bargaining, or through any type of wage-fixing which 
takes account of the relation between wage rates and employ¬ 
ment, ensures that the wages of women will be lower than those 
of men. 

Among the reasons for the lower intensity of demand for 
women’s labour than for men’s are legal and conventional limi¬ 
tations on the employment of women in certain occupations 
or at certain times ; the lesser physical strength of women and 


1 Royal Commission on Equal Pay, 1944-46: Report, op. cit., p. 108. The 
two paragraphs above which follow this quotation are based on the analysis 
in Chapter VIII of the Royal Commission’s Report. 
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the common belief that men are in general more adaptable and 
versatile and, taking all “ natural ” differences into account, 
more productive than women 1 ; and the higher absence rate 
and shorter industrial life of women. On the supply side there 
are the facts (a) that trade union organisation is less developed 
among women than among men workers, and (b) that 
most women, either because they are not dependent solely on 
their earnings from employment, or because they have no 
dependants to support, are willing to offer their services on 
easier terms than men. 

If this analysis of the causes of existing differentials is 
broadly correct, it follows that any remedial action, to be 
effective, must be directed to these causes. The relative impor¬ 
tance of the different factors listed will no doubt vary greatly 
in different industries and occupations, and also in different 
countries. Generally speaking, however, it would seem that 
in any programme of action designed to bring women’s wages 
nearer to those of men special consideration should be given 
to measures designed to enlarge the opportunities of employ¬ 
ment open to women, particularly in those directions for which 
their superior dexterity, greater tolerance of routine and other 
special qualities make them particularly well fitted ; to methods 
of administration and management designed to minimise any 
special costs which their employment may entail; and to 
measures designed to improve their organisation and bargaining 
power. 


1 Cf. the following quotation from the evidence of the British Employers’ 
Confederation before the Royal Commission on Equal Pay, 1944-46: 
“ Where women are employed on the same work as men, their output is in 
general lower than that of the men, thereby increasing the number of workers 
required for a given amount of production and the overhead costs involved 
in respect of accommodation, machinery, supervision, inspection and admi¬ 
nistration of labour generally ” (ibid., p. 111). 




CHAPTER VI 


WAGES AND EMPLOYMENT 

Economists are perhaps less in agreement on the relation 
of wage rates to the level of employment than on any other 
major question of economic policy. Logical and authoritative 
arguments have been made to demonstrate that a wage cut will 
increase employment, that it will reduce employment, that it 
will leave employment unchanged. This inconclusiveness is 
inherent in the nature of the problem. There is no simple, 
clear-cut relationship between wage rates and employment that 
holds for all times and places. On the contrary, the effect of a 
change in wage rates upon employment depends upon all the 
multitudinous interrelationships of a highly complex economic 
system. The exact nature of some of these relationships is 
unknown. The nature of others varies from time to time and 
from place to place. Consequently, the results of economic 
analysis depend upon the assumptions made regarding the most 
important of these relationships. 

Much work must be done before plain answers can be given 
to plain questions about the effect of wage changes on employ¬ 
ment. This chapter makes no pretence of providing a definitive 
solution to the problem. On the other hand, some significant 
conclusions can be reached, even with the limited knowledge 
available at present. The chapter begins by discussing the 
relation of employment to wage rates in individual industries, 
under various assumptions regarding the extent of competition 
or monopoly in the relevant markets. It proceeds to the more 
complicated analysis of the relation of the general level of 
wage rates to employment in the whole economy. Conditions 
under which wage cuts may increase employment, reduce it, 
or leave it unchanged, are outlined. Next, a survey is made of 
the main statistical studies of wages and employment, to see 
whether it can be decided on factual grounds which of these 
sets of conditions actually prevails. Finally, an effort is made 
to formulate a broad concept of an “ optimum ” wage level. 

Throughout the chapter, the term “ wages ” means income 
of employees unless otherwise specified. “Profits” means all 
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incojne from property and management, including dividends, 
interest, rents, and entrepreneurial withdrawals (salaries of 
top management). International repercussions of wage policy 
are for the most part reserved for discussion in the next chapter. 
Also, wage policy is considered independently of other types 
of government policy, except in the final sections. 


Wages and Employment in Individual Industries 

In the economic literature of the 1920’s and earlier, the 
effects of changes in wage rates on employment were discussed 
mainly in terms of individual industries or firms. Moreover, 
to a large extent the discussion was limited to the case where 
“ pure competition ” ruled throughout the economy; that is, 
the case of large numbers of competing employers and large 
numbers of competing workers in the labour market, and large 
numbers of competing firms in all markets for goods and 
services. 

In this simplified case, fairly definite answers to the question 
of the effect of wage changes on employment could be given. 
For any one firm, the wages of its own workers constitute an 
insignificant fragment of the purchasing power which provides 
the market for its product. Consequently, in these conditions 
entrepreneurs are unlikely to take into account the effect of a 
change in wage rates on the demand for their product, and will 
consider the change only in its effects on cost of production. 
Accordingly, the immediate effect of a reduction in wages will 
be a fall in cost relative to prices, and an expansion in output to 
the point where prices are once again equal to the cost of 
producing an additional unit of output. The increase in output 
will require the use of more workers, and consequently the 
reduction in wage rates will lead to a rise in employment. 

Moreover, statistical studies seemed to indicate that the 
demand for labour increases more than proportionately to the 
reduction in wages, so that a wage cut would actually increase 
the total amount of wages paid. 1 Thus, far from reducing 
purchasing power, a reduction in wages would actually increase 
it. On these grounds, it was frequently argued that wage cuts 

1 See Paul H. Douglas : The Theory of Wages (New York, 1934), Chap. V 
(and especially pp. 151-165), and literature there cited. It was also pointed 
out by Alfred Marshall and others that the elasticity of demand for labour 
.in particular industries will vary with the ratio of wage costs to total costs. 
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in depression would increase employment directly, and, through 
the consequent increase in the purchasing power of the workers, 
would lead also to secondary increases in employment. 

However, once the unrealistic assumption of universal pure 
competition was dropped, the effect of wage cuts, even in a 
single industry, became uncertain. Suppose, for example, that 
the typical labour market consists of a few employers in tacit 
or open agreement regarding wage rates, so that pure competi¬ 
tion among employers fctv workers does not exist, while labour 
remains unorganised. This situation is characteristic of some 
historical phase of most countries, and can still be found in 
some of the industries of virtually every country. Even Adam 
Smith, writing in 1776, noted that “Masters are always and 
everywhere in a sort of tacit, but constant and uniform, combi¬ 
nation, not to raise the wages of labour above their actual 
rate . . . Masters, too, sometimes enter into particular combina¬ 
tions to sink the wages of labour even below this rate ”. 1 

Under these conditions, employers will be in a position to 
pay workers an amount which is less than the contribution of 
labour to the total value of production, by limiting employment 
to a level lower than the level at which the wage rate that 
would have to be paid to obtain additional man-hours (the 
“ supply price of labour ”) would be equal to the value of the 
product added by those man-hours (the “marginal value 
productivity of labour”). If these conditions lead — as they 
often have historically — to organisation of trade unions, and 
if the unions are successful in obtaining an increase in wage 
rates, there may be no inducement for the employer either to 
increase or to diminish the number of workers that he employs ; 
his position of maximum profits will be at the same level of 
output as before. The same is true in the more rare case 
where organised labour has been faced by a large number of 
competing employers, and the organisation of employers into an 
association leads to a reduction in wages. In the typical case 
of developed countries, where a small number of employers are 
faced by organised workers (a situation of “bilateral mono¬ 
poly”), there may be a considerable range within which wage 
rates can change without influencing the level of employment 
in the industry. 

Even if “pure competition” exists in the labour market 
itself, a similar situation may arise from lack of pure competi- 

1 The Wealth of Nations, Chapter VIII, p. 61 (Routledge, 1893 edition). 
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tion in the market for the product of the industry. It has been 
argued by a number of economists that where the market for 
the product is characterised by a small number of firms compet¬ 
ing in the sale of products which are very close substitutes for 
each other, the curve showing the relationship between price 
and volume of sales (the “ demand curve ”) will have a “ kink ” 
at the existing price. This kink will develop if competitors are 
less disposed to follow a price increase of a single firm than they 
are to follow a price cut of a single firm. Consequently, the 
loss of sales by any firm raising its price is likely to be consi¬ 
derable, while the increase in sales by any firm cutting its price 
is apt to be limited. Under these conditions, additions to gross 
receipts through a price cut may be small; a reduction in wage 
rates may lead to no increase in output and employment, 
because profits would be increased more by absorbing the wage- 
cut at the existing volume of sales than by reducing price and 
expanding sales. 

A change in wage rates may, however, bring a change in 
the level of employment under these conditions, if the employer 
has interests other than the maximisation of profits. A 
contraction of the working force may involve the expenditure 
of less time and energy by the employer ; if so, an increase in 
wage rates may result in a contraction of employment, because 
the consequent reduction in the rate of profits may induce the 
employer to forgo part of his income for the sake of additional 
leisure. To the entrepreneur, a rise in wages amounts to a 
drop in the cost of additional leisure in terms of profits sacri¬ 
ficed ; consequently, he may decide to forgo part of. his potential 
income in return for additional leisure, by reducing the size 
of his working force and thus diminishing the amount of time 
and energy necessary to manage it. On the other hand, an 
employer who is interested in outselling his rivals as well as in 
making profits may conceivably be induced to increase the 
volume of employment when wages are reduced, since the 
reduction in wages would diminish the cost, in terms of profits 
forgone, of expanding sales. 1 

If the bargaining power of the trade union is so strong that 
the full monopoly wage is paid even before the wage increase, 


1 Cf. American Economic Review, March 1939, “ Elements of Indetermin- 
ancy in the Theory of Non-Perfect Competition ”, by Benjamin Higgins ; 
and Journal of Political Economy, Vol. 50, No. 1, February 1942, “Bargaining 
Power and Market Structure ”, by J. T. Dunlop and B. Higgins. 
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the increase in wages must bring a reduction in employment. 
If the initial wage is below the monopoly wage, however, the 
effect in the case of bilateral monopoly will depend on the 
behaviour of entrepreneurs with regard to pursuit of profits 
and of other objectives. The question of the relative import¬ 
ance of profits and other objectives in entrepreneurial behaviour 
is an empirical one, but it seems probable that most entrepre¬ 
neurs feel that additional profits are necessary to make the 
additional expenditure of time and energy needed to manage a 
larger firm worth while. If so, the chances are that an increase 
in wage rates in a particular firm will tend to reduce the level of 
employment, even in the case of bilateral monopoly. 1 

It has been implicitly assumed, thus far, that employment in 
any industry would be unchanged if the volume of production 
is unchanged. In fact, however, a change in wage rates may 
affect the level of employment in a particular industry, not only 
through its effects on the volume of production, but also through 
its effects on the techniques of production. Within limits, any 
firm may choose among a variety of known techniques for 
producing its product, according to the relation between wage 
costs and capital costs. Any reduction in wage rates will 
induce entrepreneurs to substitute labour-intensive for capital- 
intensive methods of production in so far as such substitution 
is possible. For example, a considerable reduction in wages 
relative to interest rates might make it more profitable for 
construction firms to excavate with a large labour force utilising 
picks and shovels, than with a small labour force using steam 
shovels and. bulldozers. Indeed, one can observe such differ¬ 
ences in methods of production in various countries, according 
to the relative abundance of capital and of labour. Generally 
speaking, countries where wages are relatively high, such as 
the United States and Canada, tend to utilise highly mechanised 
means of production, while countries where wages are relatively 
low, such as China or India, tend to utilise more labour-intensive 
techniques. Thus, a reduction in wage rates may tend to 
increase employment by leading to a substitution of labour for 
capital. 

Of course, this substitution really amounts to replacing 
labour utilised indirectly for the production of expensive mach- 

1 It is also possible that at some level of wa^e rates -workers would prefer 
more leisure to more income, so that a further increase in wage rates would 
reduce employment rather than increase it, by occasioning a contraction 
of the labour supply. 



WAGES AND EMPLOYMENT 


107 


ines, with labour utilised directly in the use of less costly 
machines or tools. Substitution of labour for capital therefore 
means that fewer workers are employed in the production of 
machines and tools, and more workers are employed in using 
machines and tools. The production process becomes simpler, 
in the sense of being less mechanised and less “ roundabout ”. 
Instead of much of the work required for any given final output 
being devoted to the making of “ means of production ” a larger 
part of it is concentrated in the actual fabrication of the finished 
product. Thus the substitution of labour for capital involves 
increased employment in the stages of production most removed 
from the final product. Consequently, the “substitution” effects 
of wage cuts are not altogether clear. It seems likely that the 
substitution of labour for capital in the final stages of a produc¬ 
tion process will have the effect of increasing the volume of 
employment in the production of a particular commodity, but it 
may not increase employment in the economy as a whole. 
Indeed, it is possible that the decline in investment involved in 
replacing capital with labour may set up a chain of reactions 
that will reduce total employment. 1 

The conclusion reached, therefore, with regard to the effects 
of wage cuts in a single industry or firm is that in most cases 
there will be a tendency for employment in that industry or 
firm to increase when wages are reduced. The “ kinked 
demand curve ” case would be one exception. Another would 
be the case, presumably infrequent, in which the entrepreneur 
does not consider the extra profits to be made by expanding 
employment worth the extra effort necessary to manage the 
larger labour force. A third would be the case, also one of 
bilateral monopoly and presumably also rare, in which a trade 
union with a limited membership can maximise the earnings of 
its members by maintaining a fixed labour supply over certain 
ranges of wage rates. 


Wages and Employment in the Economy as a Whole 

Generalisation from the effects, of wage cuts in a single 
competitive industry to the economy as a whole is quite invalid. 
For while the wages paid by a single firm are an insignificant 
portion of the incomes of all the customers of that firm, the 

1 The substitution effects of a general wage cut on total employment in 
the economy are discussed below. 
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wages paid by all firms are by no means an insignificant portion 
of the incomes of all customers of all firms. On the contrary, 
the wages bill constitutes the primary source of purchasing 
power in most countries, and workers in all countries spend the 
great bulk of their incomes on current consumption. The 
immediate effect of a reduction in wages is therefore a reduction 
in purchasing power and consumer spending. If employers as 
a group postpone an expansion of output until they have had 
some opportunity to assess the effects on their profits of a 
general wage cut, they will find that their gross receipts will 
have fallen by much the same amount as the reduction in their 
aggregate costs, leaving them very little better off than before. 
Their profits will rise only if the reduction in the consumer 
spending of the workers resulting from the wage cut is smaller 
than the reduction in their incomes, or if the employers them¬ 
selves immediately increase their own expenditure for consump¬ 
tion or investment purposes. In fact, a wage cut might give 
rise to expectations of further cuts, so that workers may reduce 
their spending by more than the drop in their incomes in an 
effort to save for still rainier days, and entrepreneurs may 
postpone investment plans until costs fall still further. Conse¬ 
quently, it is by no means apparent that a general wage cut will 
lead to a permanent increase in employment. 

Recognition of these facts has dispelled the former agree¬ 
ment among economists on wage policy, and has given rise to 
a lively discussion. 1 Two sharply contradictory views can be 
distinguished in the current professional literature, each with 
authoritative sponsorship by distinguished economists. Those 
who feel that the analysis for a single firm can be applied with 
only minor modifications to the economic system as a whole 


1 In an article written in 1937, one year after the publication of Keynes's 
General Theory of Employment, Interest, and Money, Professor A. C. Pigou 
of Cambridge University pointed out that “ Until recently no economist 
doubted that an all-round reduction in the rate of money wages might be 
expected to increase, and an all-round enhancement to diminish, the volume 
of employment. Of course, this does not mean that, as a matter of history, 
low money wages were thought to go with high, and high money wages with 
low, employment.... If, however, in a given situation, money wage rates were 
reduced in a manner that did not lead to expectations of further outs, it was 
the general belief among economists that employment would be higher than 
it would otherwise have been ; and in converse conditions would be lower than 
they would otherwise have been. ... Recently, the doctrine that a general 
reduction in money wage rates may be expected to increase the volume 
of employment has been questioned. ... (Economic Journal, Vol. XL VII, 
September 1937, p. 405, “ Beal and Money Wage Bates in Relation to 
Unemployment, ” by A. C. Pigou.) 
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regard wage rigidities as an important factor in economic 
fluctuations, and contend that unemployment could be avoided 
by prompt downward adjustment of wage rates wherever effec¬ 
tive demand falls off and prices tend to decline. In a period of 
recovery, according to this group of economists, a premature 
or unduly large increase in wages would tend to stop the upswing 
short of full employment, whereas a belated or unduly small 
increase might result in excessive profits and a tendency towards 
over-investment and inflation. So far as long-run trends are 
concerned, these economists are of the opinion that highly 
developed economies normally operate under conditions in which 
an increase in wages will reduce investment — through the 
rise in costs — more than it will increase consumption — 
through the rise in labour income — and so will lead to a 
fall in income and employment as a whole. They also argue 
that trade union activity operates in such a way as to turn 
increases in demand for labour into higher wages rather than 
higher employment, once unemployment has been reduced to 
moderate levels, thus preventing the achievement of full 
employment. 1 

In opposition to this view, economists who take their lead 
from the writings of Lord Keynes have stressed the possibility 
that the effect of a wage cut may merely be to lead to the 
expectation of a further wage cut. In so far as production can 
be postponed, such an expectation will result in a reduction of 
employment, leading to a drop in wage incomes, in demand, and 
in prices. If a further wage cut is then introduced, the adverse 
expectations will be confirmed, and the process will be repeated. 
The only check to this deflationary spiral is the release of cash 
balances that it entails ; with lower prices and wages, households 
and firms will not need such large cash balances to conduct 
their ordinary transactions. Thus the falling wage price spiral 
may release cash to the money market, resulting in lower 
interest rates, and at some stage, perhaps, to an increase in 
investment. These economists point out, however, that the 
reduced interest rates, which are the only beneficial result of 
the wage cuts, can be achieved directly with much less suffering 
and social friction, and that low interest rates will not stimulate 
investment when general expectations are unfavourable. 

1 See, for example, American Economic Review, Vol. XXXVI, Supplement, 
May 1946, pp. 304-318, “Wage-Price Policy and Employment, ” by Sumner 
H. Suchteb. 
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Even if wage cuts do not lead to an expectation of further 
wage cuts, the immediate effect will be a fall in wage incomes; 
and if employers, cognisant of the fact that wage incomes 
constitute their chief market, adopt a “wait-and-see” policy 
instead of expanding their payrolls immediately, they will find 
that their sales contract more or less in proportion to their 
wages bill. 

According to this school of thought, a wage cut that does 
not lead to expectations of further wage cuts, or of falling 
demand, will tend to reduce prices in proportion to the cut, while 
leaving employment, profits, investment, and workers’ real 
incomes unchanged. 

This inconclusiveness of the literature on general wage levels 
and employment arises mainly from the simple fact that, for the 
economy as a whole, wages constitute not only a major cost of 
production, but also the chief source of the purchasing power 
on which sales of final products depend. 1 Consequently, any 
change in wage rates must have both favourable and unfavour¬ 
able effects on the level of profits and thus on investment, 
income, and employment. In order to simplify the analysis, it 
is sometimes assumed that workers as a group are too poor to 
make net savings, the savings of wage-earners in the higher 
brackets being offset by the lack of any savings on the part of 
wage-earners in the lower brackets. This assumption is by no 
means a gross distortion of the facts ; workers as a group are 
in practice able to save only a very small fraction of their 
combined incomes. Thus conclusions based on this assumption 
hold water reasonably well in relation to real life. Given this 
assumption, it is immediately apparent that a change in wages 
could have no direct effect on the level of profits. An increase 
in wages by any firm would lead to an equal increase in expen¬ 
diture on consumption by the workers, and consequently to an 
increase in the firm’s gross receipts exactly equal to the increase 
in total outlay. Conversely, a wage cut would reduce the 
workers' spending and hence the gross receipts of the firm by an 


1 “ Wages have a dual nature, being at one and the same time, as an 
essential factor in the employer’s production costs, a price ; and, as the 
indispensable link between a man and his work, a source of income. This, 
together with the many and varied relationships between wages and the 
structure and mechanism of economic life, contribute to make wages one 
of the most extraordinary and complex phenomena of economic scienoe.” 
(<J. Mabot, Preface to J. L. Guglielmi : Eeiai sur le ddveloppement de la 
UMorie d* salairt, Paris, 1946, p. i.) 
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equal amount, leaving operating profits unchanged. Conse¬ 
quently, there is no reason why output, investment, or employ¬ 
ment should be changed. In other words, the increase in wages 
would tend to increase prices and prime costs proportionately, 
leaving output and all other economic quantities as they were 
before, unless the wage change were somehow to alter the 
monopoly power of employers. 

There are two ways in which a general wage cut might, 
nevertheless, result in an increase in employment for the eco¬ 
nomy as a whole. First, relatively high-income workers may 
be able to meet a reduction in wages in part by a reduction of 
their savings, cutting their consumer outlay by less than their 
loss of income; in this event, the drop in the gross receipts of 
all firms will be less than the drop in their total costs, and total 
profits will increase. Other things being equal, there will then 
be a tendency for investment to rise, leading to an increase in 
income and employment. Secondly, a reduction in wages will 
lead to a reduction in the demand for working capital, and, 
unless accompanied by a deflationary monetary policy, it will 
tend to reduce the interest rate. This reduction in interest rates 
may stimulate investment and thus expand employment. 

Much depends, however, on what effects employers expect 
to accrue from changes in wage rates. If a wage cut leads to 
optimistic expectations by entrepreneurs, so that they increase 
their investment or their expenditure on consumption goods, 
profits of all entrepreneurs will tend to rise, even if the 
consumption of workers is reduced by as much as their incomes. 
Optimistic expectations will, therefore, tend to be confirmed, 
and a cumulative expansion may then develop. Unfortunately, 
it is equally true that gloomy expectations of entrepreneurs 
arising from wage cuts will also tend to be fulfilled, leading to 
a cumulative contraction in employment. If entrepreneurs 
generally expect a wage cut to result in a contraction in sales 
greater than the reduction in their outlay, and consequently 
reduce their investment or their consumption, profits will in 
fact fall, even if workers’ consumption falls no more than wages. 
This fall in profits may lead to further reductions in invest¬ 
ment, and so a cumulative contraction of employment may be 
initiated. 

The question whether wage cuts lead to pessimistic expecta¬ 
tions on the part of entrepreneurs is an empirical one, and 
cannot be answered on purely analytical grounds. For a parti- 
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cular industry, it will depend in part at least on the importance 
of wages in total costs, and on the importance of the wages bill 
as a source of purchasing power for the fined product. In such 
an industry as residential housing, for example, where direct 
wage costs constitute only one third to half of total costs, but 
where wages constitute a major source of the income that might 
be used to pay for housing, either by purchase or by rental, a 
general wage cut affecting all industries might very well lead to 
gloomy expectations for the immediate future on the part of 
entrepreneurs. If the economy were composed primarily of 
industries in this kind of situation, the wage cut might be 
expected to lead to a decline in employment. However, for 
industries where wages are a large proportion of costs but 
whose market is composed mainly of recipients of interest, 
dividends and rents, a reduction in wages might be expected 
to reduce costs more than sales, and therefore to engender 
optimistic expectations. To predict the results of a wage cut 
in any country one would need to know what was the relative 
importance of the two types of industries in the economy, and 
the extent to which entrepreneurial decisions were based on 
such expectations. 

The foregoing argument implicitly assumes that all income 
can be divided into wages (incomes of employees) and profits 
(incomes of employers). In fact, of course, there are categories 
of income-earners who do not fall into either group — indepen¬ 
dent farmers, professional men, and other self-employed persons. 
Thus a cut in the income of employees, even if it leads to an 
equal decline in spending by employees, will not lead to an equal 
drop in receipts of employers so long as employees spend part of 
their incomes on goods and services provided by the self- 
employed. The initial effect of a wage cut, therefore, will be a 
rise in profits. However, the reduction in the incomes of the 
self-employed, due to the decreased spending of wage-earners, 
will result in a reduction in their spending, and consequently will 
lead to a further reduction in the receipts of employers. Thus 
the introduction of the self-employed into the analysis can alter 
the conclusion only in one of the following two circumstances : 

1. If the lag between the wage cut and the reduction in the 
spending of the self-employed is long enough for employers to 
enjoy an increase in profits, and, as a result, to undertake an 
increase in investment large enough to offset the reduction in 
the spending of the self-employed when it occurs. 
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2. If the self-employed save a larger proportion of their 
incomes than employees, and consequently reduce their spending 
by a smaller proportion of the drop in their incomes than 
employees do. 

Because of the considerable lag of investment behind changes 
in profits, the first circumstance seems unlikely. Some self- 
employed persons (professional men) have incomes above the 
average for employees, and may therefore save a larger share 
of their incomes; but others, such as some of the farmers in 
certain countries, have very low incomes, and are likely to cut 
their spending by almost the whole of the reduction of their 
incomes. Thus the second circumstance is also far from certain. 
On the whole, therefore, the analysis does not seem to be greatly 
altered when the self-employed are taken into account. 


Substitution Effects of General Wage Cuts 

It has been argued that in the absence of price rigidities, a 
general wage cut will tend to increase employment in the eco¬ 
nomy as a whole, through the substitution of labour for other 
factors of production, such as the services of land, other natural 
agents, existing items of capital equipment, and services and 
unfinished goods of other firms. 1 It is by no means clear, 
however, that decreased use of these other factors would raise 
employment in the economy as a whole. Decreased purchases 
of services and unfinished goods of other firms would certainly 
tend sooner or later to decrease employment in other firms. 
Decreased use of existing capital equipment means one of two 
things: either plant already in use is utilised less intensively, 
by eliminating double shifts or shortening hours, or fewer 
machines are ordered out of stock. The first method of 
decreasing the use of capital would reduce employment directly, 
and the second would tend eventually to reduce employment in 
the capital goods industries, as a consequence of the unplanned 
growth of stocks. As for land, there must be very few instances 
in which a given volume and type of output can be produced 
with significantly varying ratios of land to labour. 

1 Cf. James Tobin : “ Money Wage Kates and Employment ”, in S. E. 
Harris (ed .): The New Economics (New York, 1947), pp. 672-687. For a 
somewhat more detailed critical analysis of this essay, cf. B. Higgins on 
“ The Optimum Wage Rate ", to be published in an early issue of the 
Booiow of Economic Statistics. 
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In the economy as a whole, the only possibility of substantial 
substitution of labour for other factors of production when 
wage rates are cut lies in the substitution of labour for capital. 
True, some land may be abandoned and other land worked more 
intensively, but it seems unlikely that this process would raise 
employment. Substitution of labour for capital (as distinct 
from an increase of employment with a given stock of capital) 
usually means abandoning present techniques for less efficient 
ones. Why should employers abandon more efficient plant, 
especially when they already have capital tied up in it, just 
because wages fall ? In the long run, of course, employers may 
replace existing plant with cheaper, less efficient plant if wages 
fall and interest costs weigh very heavily in their considera¬ 
tions. There is considerable doubt among economists today 
as to the importance of interest rates in long-run investment 
decisions. In any case, the maintenance of full employment 
through a reversion to less efficent production techniques would 
be a defeatist solution of the employment problem. 


Wages, Prices and Employment : the Statistical Record 

Historically, wage rates and employment have usually moved 
upwards together in prosperity, and moved downwards together 
in depression. This co-variation does not, of course, mean that 
higher wage rates bring prosperity and increased employment 
while wage reductions bring depression and unemployment. 
Cyclical upswings have usually resulted from increased invest¬ 
ment, which brings an increased demand for labour; and the 
increased demand for labour brings in turn higher employment 
and rising wage rates. However, such statistics as are 
available indicate that higher money wage rates have not 
prevented a rise in employment during past up-swings, and that 
lower money wage rates have not prevented a fall in employ¬ 
ment during down-swings. 

Until the last decade or so, most economists believed that 
the explanation for this co-variation of money wages and 
employment was that wages lagged behind prices; “ real ” 
wages were thought to vary inversely with money wage rates. 
The rise in both wage rates and employment in the up-swing was 
explained by a tendency for prices to rise more than money 
wage rates, so that employment varied inversely with “ real ” 
wage rates. This explanation seemed consistent with the pre- 
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valent theory; a rise in wages relative to prices (i.e., a rise in 
real wages) appeared to reduce employment, and vice versa. 

In fact, however, the historical record of the relationship of 
real wages and money wages is by no means clear, and conse¬ 
quently the record of the relation between real wage rates and 
employment is also inconclusive. Lord Keynes believed that 
historically wages have lagged behind prices in both the up-swing 
and down-swing phases of economic fluctuations. 1 He also 
contended that a fall in real wages in the form of a rise in prices 
would not, as a rule, reduce the supply of available labour. 2 
These statements started a storm of statistical controversy. 

An examination of the available British statistics for the 
years 1860-1913 revealed that of the twenty-five years when 
money wage rates rose, real wage rates rose in seventeen, fell 
in five, and remained unchanged in three. In thirteen years 
of falling money wage rates, real wage rates fell in six, rose in 
five, and remained unchanged in two. 3 In fifteen years of 
unchanged money wage rates, real wage rates were unchanged 
in four, rose in six, and fell in five. The years when real wages 
fell with rising money rates (that is, years in which money wage 
rates lagged behind rising prices) were peaks or near peaks of 
booms. Adjustments for trend, and for alteration of the terms 
of trade, do not change this fundamental picture. This British 
experience has been summarised as follows: “ Increases in 
wage rates have usually been associated with increased real 
wage rates, while decreases in wage rates have equally often 
been associated with a rise or fall in real wage rates ”. 4 


1 He stated : “ It will be found, I tliink, that the change in real wages 
associated with a change in money wages... is almost always in the opposite 
direction.'’ (The General Theory of Employment, Interest and Money, London, 
Macmillan 1036, p. 10.) 

•Ibid., pp. 12-13. 

* The Economic Journal, Vol. XLVIII, No. 191, Sept. 1938, p. 413. 
“ The Movement of Real and Money Wage Rates ”, in J. T. Dunlop. 

4 Ibid., p. 42’. Dunlop also concluded from an examination of British 
trade union activity that: “ It can be affirmed without much qualification 
that the tradeunion leadership resists money wage reductions... to the 

point of strike... whenever possible_ Trade union leaders have asked 

for advances as soon as and for as much as they felt they had a reasonable 
•hance of success ” (pp. 422-424). 

In asking for wage advances, “ trade unions have attached very much 
importance to changes in cost of living in their argument ”, and “ have been 
as willing to strike for advances in wage rates when the cost of living has 
risen... as to strike for the maintenance of a wage rate when threatened with a 
reduction ” (p. 426). 

Thus Dunlop concluded that Keynes was wrong in both his contentions. 
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A study of monthly data for the United States between 1932 
and 1938 suggested that money wages generally move in the 
same direction as real wage rates. 1 It also indicated, however, 
that real hourly wages usually move in the opposite direction 
to changes in man-hours of employment. However, the rela¬ 
tion indicated by the American data included “ a considerable 
number of divergent cases ”, and in other cases the variations 
were too small to be significant. 2 

In another analysis of British data s , the relation of changes 
in real wage rates to changes in the cost of living was examined 
for the years 1860-1899. In twenty-one years when cost of 
living fell, real wage rates (with trend eliminated) rose in 
fifteen, remained unchanged in four, and moved in the same 
direction in only two. In fourteen years in which cost of living 
rose, real wage rates fell in eleven, remained stable in one, and 
moved in the same direction as cost of living in only two. In 
the four years when cost of living remained unchanged, real 
wage rates rose in two, fell in one, and remained unchanged in 
one. During periods of considerable currency deflation or 
inflation, the study showed a particularly marked lag of money 
wages behind cost of living. Swedish, Australian and New 
Zealand data were also found to support the following general 
conclusions : 

1. Cost of living sometimes, but not always, varies directly 
with trade and employment. 

2. In the short period real wages tend to vary inversely 
with the cost of living. 


1 The Economic Journal, Vol. XLIX, No. 193, March 1939, “ Changes 
in Real and Money Wages ”, by L. Tarshis. See also The Canadian Journal 
of Economics and Political Science, Vol. 4, No. 3, August 1938, “ Real Wages 
in the United States and Great Britain ”, by L. Tarshis. 

* The Economic Journal, Vol. XLIX, No. 193, March 1939, “ Relative 
Movements of Real Wages and Output ”, by J. M. Keynes. 

In replying to his critics, Keynes cited the League of Nations World 
Economic Survey of 1937-38, to the effect that: “ In most countries, increased 
demand for goods and services has caused commodity prices to rise more 
rapidly than hourly money wages, and the hourly real wage has fallen.... 
In the United States and France, however, the rise in money wages was so 
rapid between 1936 and 1937 that the hourly real wage continued to rise_”. 

He also drew attention to the remarkable stability over long periods of 
the share of labour in national income in Great Britain and the United States, 
a stability that suggests a tendency for wages and prices to move together 
in the long run. He suggested that failure of wages and prices to move 
together in the short run might be the result of “ stickiness ” of prices, and 
ehanges in the degree of imperfection of competition with changes in output. 

* The Economic Journal, Vol. XLIX, No. 196, Sept. 1939, p. 426, “ Real' 
Wage Movements ”, by J. H. Richardson. 
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3. In violent cyclical fluctuations, real earnings vary 
directly with trade and employment. 

4. No adequate statistics are available for measuring 
changes in general labour costs, and such changes cannot be 
measured by comparing time rates of wages with cost of living. 

Another writer, after an examination of these studies in 
terms of statistical techniques, concluded that they were all of 
“ doubtful significance, because their approaches lacked vali¬ 
dity ”. 1 Neither the price data nor the wage data utilised for 
the usual indices are wholly representative, and so many other 
forces are operating in any actual case that the effects of wage 
changes on prices, production, and employment are virtually 
impossible to isolate. The writer’s own conclusion was that “ the 
statistical studies to date have not produced any convincing 
evidence concerning the inter-relations between money wage 
rates, wage costs and welfare ”. 2 

From the above summary of the controversy, it is apparent 
that no general and conclusive answers to questions on the rela¬ 
tion of wages to prices and employment can be expected from 
statistical study alone. There is too little uniformity in the 
data, and the relations are too much affected by extraneous 
factors, for unassailable conclusions to be drawn from them. 3 

However, the questions to which answers were sought in 
these statistical studies are not the questions most important 
for wage policy. Past relations between wages, prices and 
employment over the course of the business cycle, interesting 
and important as these relations may be, do not provide a basis 
for deciding whether wage rates should be raised or lowered at 
particular times and places. Past relations reflect the results 
of fluctuations in the demand for labour, and of the consequent 
changes in wage rates, as well as the results of changes in wage 
rates originating from the supply side. If economic analysis is 
to provide a foundation for wage policy, wages must be treated 
as an independant rather than a dependent variable. The 
analysis must show the probable results when wages are 
changed, not in response to a shift in the demand for labour, but 

1 Quarterly Journal of Economics, Vol. 55, No. 1, November 1940, p. 137, 
“ Beal and Money Wage Rates ”, by Richard Ruggles. 

* Ibid., pp. 148-149. 

* For a more extensive critical analysis of this controversy, see J. L. 
Gdglielmi : Essai sur le ddveloppement de la thiorie du saXaire (Paris, 1945), 
pp. 332-350. 
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as the result of active Government, employer, or trade union 
policy. The Australian, French and United States experience, 
when Governments actively intervened to change wage rates 
as part of general economic policy, is therefore of greater 
significance than the general historical record. 


Wage Policy in the Great Depression 

In most countries, wages were allowed to take their course 
during the great depression of the 'thirties without any active 
intervention on the part of Government. As Dr. Reddaway 
has put it, “ few countries can claim that they tackled the 
problems of the recent depression and recovery in any systematic 
way. Still fewer included in their policies any comprehensive 
treatment of wages, which for the most part were left to be 
settled in the traditional manner by the parties concerned”. 1 
However, a few countries, notably Australia, France and the 
United States, undertook to promote recovery through wage 
policy. Since the policies undertaken by Australia and France 
were diametrically opposed, Australia introducing wage cuts 
and France wage increases, a comparison of the two policies 
and their results is of considerable interest in connection with 
the question of wages and employment. 2 

Australia 

When the great depression began, Australia had in operation 
a system of basic wages, determined in part by authorities of 
the Federal Government, and in part by authorities of 
the State Governments. Owing to constitutional limitations, 
the federal basic wage was applied in a limited number of fields. 
This basic wage was adjusted every three months according to 
changes in the cost-of-living index. Skilled wage rates moved 
in the same direction, although less, in proportion to the changes, 
since they consisted of the basic rates plus fixed m argins. The 
State wage tribunals also adjusted wages to cost of living as 
a general rule. 


1 International Labour Review, Vol. XXXVII, No. 3, March 1938, p. 314 
“ Australian Wage Policy 1929-1937 ”, by W. B. Reddaway. 

* The value of the comparison, though somewhat impaired, is not 
destroyed by the fact that the Australian wage cuts were introduced in the 
down-swing and the French and United States wage increases were introduced 
m the early recovery phase of the cycle. 
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Throughout 1930, the federal basic wage was reduced in 
accordance with the fall in the cost of living. Each reduction 
tended to produce further wage cuts by lowering prices as a 
consequence of reductions both in purchasing power and in costs. 
The cumulative wage cut in 1930 amounted to 12 per cent, in the 
case of the federal basic wage. Queensland introduced two 
reductions amounting to 10 per cent., reductions in South 
Australia amounted to 12 per cent., while basic wages were 
unchanged in Western Australia and New South Wales. 

About August 1930, a movement was launched to reduce 
“ real ” wages as a recovery measure, that is, to reduce money 
wages by more than the fall in the cost of living. In November, 
the Federal Court stated that a fall in national income required 
a further reduction in the basic wage. After eight weeks of 
hearings, the Court announced an additional reduction of 10 per 
cent, in virtually all basic wages coming within its jurisdiction. 
In explaining this action, the Court denied the trade union 
contention that a reduction in wages would reduce purchasing 
power, arguing that the fall in wages would be offset by an 
increase in profits. Differences in the share of income spent by 
workers and employers were thus completely ignored by the 
Court. The Court further argued that since the cut in wages 
would lead to a more than proportionate increase in employ¬ 
ment, the ultimate effect would be an increase in the total wages 
bill and thus in national income. 

The action of the Federal Court was not followed completely 
or uniformly by the States. South Australia introduced a single 
cut of 16 per cent. Western Australia made two cuts in 1931 
totalling 15 per cent., but these cuts left wage rates in occupa¬ 
tions under State jurisdiction well above those in occupations 
under Federal jurisdiction. Queensland introduced a cut of only 
3s. in the weekly wage, which was less than 4 per cent., while 
New South Wales maintained the 1929 rate. Victoria and 
Tasmania, however, followed the Federal Court after a time lag. 
In. New South Wales, after a change of Government, a further 
15 per cent, cut was made in the basic wage, reducing basic 
wage rates in that State approximately to the federal level. 

In fact, the successive reductions in money wage rates had 
relatively little effect on real wage rates. 1 Prices continued to 
fall more or less in proportion to wage rates, even when a deli¬ 
berate effort was made to reduce wage rates more quickly than 

1 Cf. W. B. Reddawat : Op. cit., p. 324. 
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the rate of the fall in cost of living. However, recovery set in 
during the second half of 1932, mainly as a result of the increased 
demand for Australian exports, but partly perhaps due to 
reductions in interest rates, increased public investment outlays 
and the confidence inspired by the achievement of a balanced 
budget. By May 1933, recovery had proceeded far enough for 
basic wages to be raised again. Another increase in basic 
wages took place in 1934. Wages then remained fairly stable 
until 1937, when a “ prosperity award ” gave the workers about 
the same real wage rate as in 1929. 

It would appear that the policy of reducing wages made a 
considerable contribution to the improvement of Australia’s 
position in external trade. Lower wages improved the position 
of the exporter, by reducing not only the amount paid to his 
own employees, but also the cost of materials and equipment. 
However, exchange depreciation and rising export prices 
probably contributed more to recovery than wage cuts, and 
further exchange depreciation, if it could have been undertaken 
without provoking completely offsetting retaliation by other 
countries, might have been a possible substitute for these wage 
cuts. 

France 

In 1936 and 1937, the French Government, under Leon 
Blum, experimented with an expansionist recovery policy which 
included increases in wage rates. Altogether, hourly wage rates 
increased by about 60 per cent, between the middle of 1936 and 
the middle of 1937. This increase was partly the result of the 
strengthening of the bargaining power of the trade unions, and 
partly the result of the Government’s Decree that two weeks’ 
holidays with pay per year should be granted to workers, and 
the reduction of the working week to forty hours, without any 
reduction of weekly earnings. 

This increase in wages was accompanied by a slight rise 
(3 per cent.) in industrial production, and by an increase in the 
wholesale prices of industrial goods approximately equal to the 
increase in wage rates. 1 Cost of living, however, lagged behind 
wholesale prices, rising only 27 per cent. There was also a 
shift from production of consumption goods to production of 
investment goods. The index for industrial production of 
consumption goods dropped 2 per cent, in the year, while the 

1 The Economic Journal, Vol. XLVIII, No. 189, Mar. 1938, p. 26, “ The 
Lesson of the Blum Experiment ”, by M. Kalecki. 
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index for production of investment goods rose 10 per cent. 
Since effective interest rates changed very little during the 
year, these changes in prices and production can, in the 
opinion of Dr. Kalecki, be attributed mainly to the increase 
in wages. 

The real income of manual workers, it is estimated, rose by 
24 per cent., leaving the worker who was employed 48 hours a 
week in 1936 only slightly better off in 1937. The purchasing 
power of fixed incomes fell by 17 per cent., while the real 
income of agriculture and small business underwent no impor¬ 
tant alterations. Large-scale employers enjoyed an increase in 
their share of national income, in real terms, their money income 
increasing by more than 60 per cent. Industrial entrepreneurs 
in particular gained an increase in real income. 

The increase in wages was accompanied by an increase in 
the budget deficit. It might be argued, therefore, that had this 
offsetting factor not been present, employment and income 
would have dropped as a consequence of the wage increase. 
Mr. Kalecki calculates that the real value of the increase in the 
budget deficit was only 5.1 milliard francs, which was not very 
much in a national income of about 200 milliard francs. He 
also estimates that the expansionary effect of the increased 
budget deficit was largely offset by the unfavourable effect of 
the deterioration in the balance of trade. 

Dr. Kalecki's conclusions from the experience of France are 
as follows: (1) that in the Blum experiment the cost of 
manual labour and foreign raw materials increased by about 
60 per cent.; (2) that the rate of interest was approximately 
unchanged; (3) that the wholesale price of industrial goods 
rose by about 60 per cent.; (4) that industrial production rose 
slightly ; (5) that the joint action of budget deficit and balance 
of trade was slightly expansionary and probably accounts for 
the slight rise in production. 

According to Kalecki, therefore, French experience supports 
the Keynesian theory that an increase in money wages would 
raise prices in proportion, while leaving employment and 
production unchanged. 

Dr. Kalecki’s conclusions regarding the significance of the 
Blum experiment have, however, been questioned by smother 
economist, Robert Marjolin. 1 

1 Economica, New Series, Vol. 5, No. 2, May 1938, pp. 187-189, “ Reflec¬ 
tions on the Blum Experiment ”, by Robert Marjolin. 
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In my view (Mr. Marjolin concludes) it is a great mistake to 
appraise a series of events as complex as those which took place 
during the Blum experiment by comparing the situation at two 
points of time, the one at the beginning and the other at the close 
of the experiment (or the point which Mr. Kalecki considers as the 
close of the experiment), without taking account of what happened 
in the meantime. This method is particularly open to criticism in 
that Mr. Kalecki, having chosen April 1936 as his first point of time 
(a choice which can be justified on the ground that June 1936, when 
tiie experiment in fact began, was a month of serious strikes) 
thought it essential to take as his second point of time, for purposes 
of comparison, April 1937—when the experiment was in full swing 
and the forty-hour week law had only just been applied at all fully. 

Even apart from this, in order to measure the results between 
April 1936 and April 1937 of the various measures taken by the 
Blum Government, it is absolutely essential to study the course of 
the various economic indices throughout the whole of this period. 
If this is not done, two quite different things will be confused 
with one another. We haVe seen that between June and March-April 
1937, two different experiments were made. From June 1936 to 
September 1936, the state of trade in France was dominated by a 
rise in wages side by side with an over-valued franc. From Sep¬ 
tember 1936 to March-April 1937, on the other hand, the first deva¬ 
luation of the franc was exerting its influence. How can one make 
a single appraisal of these two dissimilar, not to say opposite, 
experiments ? Mr. Kalecki notes that between April 1936 and April 
1937 the volume of production rose by 3 per cent. In fact, this rise 
was the result of a fall of 9 per cent, between April and August 
1936, and a rise of 13 per cent, between August 1936 and April 1937. If 
we chose to use an index from which seasonal fluctuations and the 
direct effects of holidays with pay are eliminated, such as the index 
of unemployment, we should find that it rises 6.1 per cent, between 
April and September 1936, and falls 17 per cent, between September 
1936 and April 1937. But since unemployment was influenced by 
the application of the forty-hour week, we may content ourselves 
with the adjusted volume of manufactured goods exported as indi¬ 
cating the situation of one part of the French economy. From April 
1936 to September 1936, this index fell by 8.7 per cent. ; from 
September 1936 to April 1937 it rose by 13 per cent. It is true 
that the worsening of the situation before September 1936 was due 
not only to the rise in wages without any devaluation of the franc, 
but also to social unrest and to the difficulties of adjustment 
inevitably caused by the application of the law providing for holi¬ 
days with pay. But this makes little difference to the argument. 
The essential point is that the period examined by Mr. Kalecki 
embraces two quite distinct experiments, affecting the economic 
indices in quite contrary directions. Hence a single figure relating 
to the whole of the period is without significance. 1 

1 Mr. Marjolin himself explains the experience of France under the Blum 
experiment as follows : “ The devaluation of September 1936 set the stage 
for an economic expansion, which commenced by a rapid revival in the 
production of capital goods. Normally this would have been followed by an 
expansion in the output of consumption goods, stimulated by the purchasing 
power distributed by the capital goods industries. But the reduction in the 
length of the working week created an artificial scarcity of workers in the 
latter industries and thereby made the recovery abortive.” (Op, cit., p. 186.) 
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These criticisms demonstrate very clearly the elusive 
character of the “ facts ” in the history of wages and employ¬ 
ment, and the difficulty of isolating any one relationship from 
the complex of inter-related economic events of any historical 
period. 


United States 

The U.S. National Industrial Recovery Act of 16 June 1933 
had as one of its objectives the promotion of recovery through 
an increase in the purchasing power of workers. The increase 
in purchasing power was to be achieved through an increase in 
wage rates which, at least in the beginning, would exceed the 
accompanying increases in prices. The increase in wage rates 
was to be achieved partly by means of agreement of employers 
to codes concluded under the Act, and partly through a 
strengthening of trade unions. 

In signing the Act, the President stated the general objec¬ 
tives of the legislation in the following terms : 

It represents a supreme effort to stabilise for all time the many 
factors which make for the prosperity of the nation and the preser¬ 
vation of American standards. Its goal is the assurance of a 
reasonable profit to industry and living wages for labour, with the 
elimination of the piratical methods and practices which have not 
only harassed honest business but also contributed to the ills of 
labour. 1 

The theoretical basis of the Act was by no means clear cut. 
However, the main ideas seem to have been the following: 
(1) that recovery required an increase in purchasing power, and 
that an increase in wages would provide such an increase ; (2) 
that prices would lag behind wages, thus leading to a temporary 
increase in real wages, which would lead in turn to increased 
demand, output, and employment, thus “ priming the pump ” 
for a cumulative recovery 2 ; (3) that technological progress 
involved a certain amount of chronic unemployment, which 


1 Quoted in Lyon, Homan, Lorwin, Terborgh, Hearing, and 
Marshall : National Recovery Administration ; an Analysis and Appraisal, 
(Washington, D.C., Brookings Institution, 1935), p. 3. 

* The President made the following statement with regard to the expected 
relationship between wage and price movements: “ I am fully aware that 
wage inereases will eventually raise costs, but I ask that managements give 
first consideration to the improvement of operating figures by greatly 
increased sales to be expected from the rising purchasing power of the public. 
That is good economics and sound business. The aim of this whole effort 
is to restore our rich domestic market by raising its vast consuming capacity. 
If now we inflate prices as fast and as far as we increase wages, the whole 

[Footnote continued oserleaf]. 
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could be cured only by spreading work through a shortening of 
hours; (4) that in order to compensate employers for the 
increase in wages it would be necessary to provide means for 
the elimination of “ cut-throat competition ” ; (5) that the 
achievement of higher wage rates required a strengthening of 
the bargaining power of labour through the expansion and 
strengthening of union organisation. 

Section 4 of the Act authorised the President “ to enter into 
agreements with, and to approve voluntary agreements between 
and among, persons engaged in a trade or industry, labour 
organizations, and trade or industrial organizations ” ; and, if 
he found that any trade was undertaking “ drastic wage or price 
cuts or other activities contrary to the policy ” of the Act, to 
require the enterprise in question to obtain “ a licence issued 
pursuant to such regulations as the President shall prescribe ” 
or to cease operations. Section 7 required the President to 
“afford every possible opportunity to employers and em¬ 
ployees ” to establish by mutual agreement “ maximum hours 
of labour, minimum rates of pay, and such other conditions of 
employment as may be necessary ” ; and, where no such mutual 
agreement had been approved, to investigate “ the labour prac¬ 
tices, policies, wages, hours of labour, and conditions of employ¬ 
ment ” and prescribe a legal code fixing maximum hours of 
labour, minimum rates of pay, and other conditions of employ¬ 
ment. 

Under the Act, some 546 codes of fair competition and 
185 supplemental codes, filling 18 volumes and 13,000 pages, 
were formulated and approved. In addition, there were 
685 amendments and modifications to these codes, and over 
11,000 administrative orders interpreting, granting exemptions 
from, and establishing classifications under the provisions of 
individual codes. Before the whole apparatus was declared 
unconstitutional in 1935, the codes covered firms employing 
22,000,000 workers, and the bulk of trade and industry of the 
United States. Anthracite coal and certain public utilities 
(railways, telephones and telegraph, electric light and power, 
gas) were the most important exceptions. 


project will be set at naught. We cannot hope for the full effect of this plan 
unless, in the first critical month, and even at the expense of full initial 
profits, we defer price increases as long as possible. If we can thus start a 
strong sound upward spiral of business activity our industries will have 
little doubt of black ink operations in the last quarter of this year.” (Ibid., 
p. 768.) 
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These codes varied widely from industry to industry in 
their coverage and in their provisions. Most of the codes 
included some provision for a minimum wage, and some further 
provisions for wages above the minimum. Other labour pro¬ 
visions limited hours of work, guaranteed the right of collec¬ 
tive bargaining, abolished child labour, made provision for 
various other situations (stretch-out, consecutive hours, etc.) 
by special clauses, and provided for statistical reports on labour 
conditions. 

The effects of the Act on wage rates varied considerably 
from industry to industry, and from region to region or from 
occupation to occupation in the same industry. For example, 
the code for needlework in Puerto Rico set a minimum of 
12.05 cents per hour, while the wrecking and salvage code 
provided a minimum of 70 cents for New York City. Because 
of these differences, the measurement of the effect of the Act 
on wage rates in general is extremely difficult. It would seem, 
however, that wage rates increased about 10 per cent, during 
the year following the introduction of the codes. 

Difficulties of measurement also arise in connection with 
cost of living. The Brookings Institution cost-of-living index 
rose sooner and faster than the index of hourly earnings in the 
months immediately following the introduction of the codes. 
By the end of 1933, hourly earnings had caught up with the 
cost of living, and in 1934 they rose slightly more than the 
cost of living. The Brookings Institution figures suggest that 
the codes raised both the average hourly earnings and the cost 
of living, and that there was no significant difference in the 
increase of wages and of cost of living. 1 

Wholesale prices rose earlier and faster than wage rates. 
The lag of wages behind wholesale prices seems to have arisen 


‘Lyon et al.: op. tit., pp. 788-89. 

It is worth noting that the data presented by Mr. Tarshis for the period 
during which the codes were in' force indicate a relation between move¬ 
ments of money wages and cost of living somewhat different from the rela¬ 
tion demonstrated by the Brookings Institution indices. The Tarshis figures 
show a rise in hourly earnings of nearly 30 per cent., in real wages per 
hour of a little over 20 per cent., and in “ corrected ” real wages of about 
26 per cent., for the period. They suggest, therefore, that cost of living 
rose considerably less than money wage rates. The difference in results 
seems to arise mainly from differences in the treatment of agricultural prices 
and imports. The Tarshis “ uncorrected ” data make no special allowance 
for agricultural prices. His “ corrected ” data exclude increases in cost of 
living resulting from higher agricultural prices, and the Brookings data 
exclude increases both in import prices and in agricultural prices. 
(L. Tarshis : “ Changes in Real and Money Wages ”, op. tit). 
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from the simple fact that the codes and the President’s agree¬ 
ment did not become generally effective until August 1933, 
while the programme, with its practical assurance of higher 
costs and prices, had become public early in May, had been 
formally placed before Congress by the middle of the month 
and passed by the middle of June. Thus industry was given 
notice of impending increases in labour costs two or three 
months in advance, and a wave of speculative anticipation of 
these increases in costs and prices raised prices before the codes 
were actually in operation. Also, there was a widespread belief 
that the National Industrial Recovery Act had virtually sus¬ 
pended the anti-trust laws, and some employers raised prices by 
agreement before the wage increases became effective. 

The effects of the Act are extremely difficult to isolate from 
the effects of the devaluation of the United States dollar in 
1933, the launching of the public works programme under the 
Public Works Administration, and other aspects of recovery 
policy undertaken simultaneously with the codes—to say 
nothing of the impact on the United States economy of recovery 
elsewhere. There was a considerable increase in production, 
income, and employment in the first few month after the 
passage of the National Industrial Recovery Act; but rapid 
recovery gave way to recession in the autumn of 1933, to be 
followed in turn by slow recovery throughout 1934. 

The Brookings Institution concluded from its exhaustive 
study that the long-term effects of the Act were on balance 
unfavourable. In its opinion, the Act failed to bring about 
monetary expansion or an increase in the rate of circulation, 
and tended to reduce the demand for capital goods. 1 This 
adverse effect on the capital goods industry was attributed 
mainly to the introduction of a higher degree of uncertainty 
into long-range investment: 

Our own view is that the N.R.A. (National Industrial Recovery 
Act), by introducing into the business picture a mass of new and 
unpredictable hazards, tended to multiply the already numerous 
uncertainties that stood in the way of a broad revival of capital 
goods for profit. Business men are. accustomed to taking the 
ordinary risks of enterprise and Investment, but not the risk of 
administrative rulings affecting their labour relations, their wage 
costs, their marketing channels, their geographic differentials, and 
their competitive position generally. 2 


1 Lyon et al.: op. cit., pp. 800, 222-2. 
1 Ibid., p. 824. 
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The authors of the Brookings study estimate that the 
shortening of hours through the codes led to an increase in 
employment of about 1.75 million men, some 6 to 7 per cent, of 
the average number of employees in the pre-code period of 
April to July, 1933. 1 However, the effect on the total number 
of man-hours worked was considered to be insignificant or 
slightly unfavourable. 

According to the same study, the codes left the distribution 
of income between labour and capital virtually unchanged. 
There was a rapid increase in profits in the months following 
their introduction, but 

not only are profits as ordinarily computed the most volatile part 
of the property income of the nation, so that their movement 
exaggerates the changes in property income as a whole, but they 
had sunk to such a small volume during the depression that state¬ 
ments of percentage increases over these low levels have virtually 
no significance. 2 The N.R.A. did not materially change the posi¬ 
tion of income between labour and property as compared with what 
it would otherwise have been at like levels of productive activity. 3 


Wage Bates and Labour’s Share in the National Income 

There remains one other category of empirical evidence 
which might be expected to throw some light on the relationship 
of wage rates to employment, production and prices : the trend 
of labour’s share in national incomes. As shown in Chapter I, 
the available figures indicate a remarkable constancy in the 
ratio of wage incomes to total incomes. Moreover, the ratio 
seems to vary within much the same range in all economically 
advanced countries, for the most part between 55 and 65 per 
cent. Yet workers in most industrialised countries, especially 
those in countries with widespread labour organisations, have 
gained substantial increases in money wage rates in recent 
decades. These increases have been accompanied by a growing 


1 Lton et al.: op. cit., pp. 832-33. 

1 Ibid., p. 866. 

8 According to the Brookings Institution, one of the most marked 
permanent effects of the N.R.A. was the changed position of unionism. 
In March, 1933, “it was being seriously debated whether or not all trade 
unions were on their ‘death bed’, soon to pass from the economic scene. 
Today, twenty months later, the trade unions are on the upward grade again 
in numbers, resources, self-assertiveness, and are clamoring for co-equal 
status with management in the developing scheme of industrial self-govern¬ 
ment. This striking change in the outlook for unionism may be regarded 
as one of the major effects of the Recovery Act.” (Ibid., p. 488.) 
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labour force, increased productivity per man-hour, and reduction 
of working hours. The rise in productivity per man-hour has 
outweighed the reduction in hours, and average weekly output 
per employed worker has increased. Why has the increase in 
wage rates and earnings failed to raise labour’s share of natio¬ 
nal income ? 

Theoretically, there are several possible explanations for 
this failure. First, the rise in money wage rates may have led 
to an increase in the average amount of unemployment over 
the course of economic fluctuations as a whole, without the 
increased unemployment leading to commensurate reductions 
in profits. Such a development would mean that the decline in 
workers’ spending through unemployment has been less than 
the decline in payrolls, workers’ spending being maintained by 
reduction of their savings, or by the spending of unemployment 
insurance or relief benefits. There is some evidence that 
average unemployment has increased in industrialised countries 
in recent decades, for reasons largely unassociated with rising 
wage rates. On the other hand, experience in the down-swing 
of the business cycle indicates that the percentage fall in profits 
has been much greater than the percentage fall in wages. 

Secondly, the value of total physical product at constant 
prices may have risen enough to offset the rise in labour 
earnings, and to provide enough additional income for property 
and management to keep the relative shares constant. There 
are various ways in which such a development could have 
occurred. The ratio of property and management to labour 
may have risen, while technological progress prevented their 
marginal productivity from falling in relation to the marginal 
productivity of labour; the marginal productivity of property 
and management may have risen more than the marginal 
productivity of labour ; the rise in money wages may have been 
just equal to the rise in the value of marginal product of labour 
at constant prices, while the value of marginal product of 
property and management increased in the same proportion. 
There is no particular reason why any of these conditions 
should hold continuously, but some combination of these condi¬ 
tions may have produced the observed result. 

Thirdly, the rise in money wage rates may have been offset 
by equal increases in prices. There is no clear-cut evidence of 
a rising trend in prices over the period covered — much depends 
on the choice of beginning and end dates and of index. On the 
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other hand, there is no evidence that the reduced costs of 
production through technological progress have been passed on 
entirely in the form of reduced prices. 

Most likely there has been a combination of these three kinds 
of development; but the main explanation of the constancy of 
labour’s share in national incomes seems to be that whenever 
money wages have risen more than labour productivity, and 
thus resulted in higher wage costs, the excess of the rise in 
money wage rates over the increase in labour productivity has 
been offset by increased prices. 


The Problem of an Optimum Wage Level 

The double aspect of wages as income and cost immediately 
suggests the conception of an optimum level of wages. 
However, the usual framework of theoretical analysis, which 
permits prices, national income, and sometimes interest rates to 
vary with wages, has produced no clear-cut means of determin¬ 
ing the optimum wage-level. No analytical tools exist to enable 
economists to answer precisely and with certainty the relatively 
simple question, “ what is the effect of a change in the general 
level of wage rates on the level of employment ? ” The question 
“ what is the optimum wage level ?” is a good deal more 
complicated ; the effect of wage levels on the distribution of 
income, the allocation of resources, and the rate of economic 
progress, as well as on the level of employment, must be taken 
into account in determining the optimum level of wages. 

The u Minimum Gap ” Wage Level 

It has been suggested in a recent study 1 that since the 
effects of wage changes are so uncertain, and since there may 
be no wage policy that would in itself guarantee full employ¬ 
ment without inflation, it may be more useful to concentrate on 
the contribution wage policy can make to the achievement of 
this objective by fiscal and monetary means. In most coun¬ 
tries, it is noted, Government statements on employment policy 
include as its main components monetary and fiscal measures, 
supplemented by measures to eliminate structural malad¬ 
justments. Wage policy is thus not a major instrument of 

1 Benjamin Higgins : “ The Optimum Wage Bate ”, to be published iu 
the Review of Economic Statistics 
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employment policy in these countries ; the fixing of wage rates 
is left for the piost part to employers and workers, subject in 
some cases to the compulsory arbitration of wage disputes or 
the fixing of certain legally binding minimum rates. There is 
little point, in such circumstances, in trying to discover a wage 
level that will in itself assure full employment without inflation. 
It may, however, be possible to determine the wage level that 
would minimise the divergence of total private spending from 
the volume of such spending that would produce full employment 
without inflation. If private spending, plus irreducible Govern¬ 
ment spending, is such as to produce inflation, there is an 
“ inflationary gap ” ; if it leaves total spending below the full 
employment level there is a “ deflationary gap ”. In either 
case, if the objective of full employment without inflation is to 
be achieved, some combination of fiscal, monetary and price 
measures will be required to close the gap. There will, however, 
it is suggested, be some level of wage rates at which the size 
of this gap, and the contribution consequently required from 
fiscal and monetary policy, will be at a minimum. This level is 
referred to as the “ minimum gap ” wage level. 

The major relationships relevant to the determination of this 
“ minimum gap ” wage level are, it is suggested, the following : 
(1) the relation of workers’ consumption to “wage-income ” 
(wages and salaries) ; (2) the relation of “ capitalists' ” 

consumption to “ profits ” (dividends, interest and rents) ; (3) 
the relation of gross and net investment to profits. 

Given these relationships, it is possible to determine the 
relationship of total consumer spending and total private 
investment to the proportions in which the total full employ¬ 
ment income is divided between wages and profits. Conse¬ 
quently, the wage-profit ratio that would minimise the 
divergence of private spending from the level required to pro¬ 
duce full employment without inflation could also be deter¬ 
mined. 1 


1 Cf. Benjamin Higgins : “ The Optimum Wage Rate ”, op. eit. 
Unfortunately, statistical studies of these relationships could not take 
account of the effects on investment of changes in expected profits, except 
to the extent that expectations are determined by past and current profits. 
This defect is less serious for the determination of appropriate Jong term 
policy than it is for short-term forecasting. In addition, it would be statis¬ 
tically very difficult to separate the effects on consumption and investment 
of changes in the general level of wages and profits from those of changes in 
the distribution of income between wages and profits. . . 
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However, certain complications are pointed out. It would 
be quite possible for gross private spending to increase with 
wages over a certain range, but to fall with further increases 
in wages as a result of a rapid decline in investment over that 
range, combined with a flattening out of capitalist consumption 
over the same range ; and over a still higher range of wages, 
gross private spending might increase again. Given this possi¬ 
bility, the further possibility must be recognised that under such 
conditions, wage levels may be such that either an increase or a 
decrease in wage rates would tend to raise employment. Such 
a situation .might very well prevail during depression, when 
profits are low. Thus, the Australian Arbitration Court may 
have been quite right in 1931 in assuming that a reduction in 
wages would expand employment, and the French Government 
may have been equally right in 1936 in believing that an increase 
in wages would expand employment. Moreover, the reverse 
policies might have worked equally well in either country. 
Similarly, if the level of gross private spending, together with 
normal Government expenditures undertaken for social welfare 
and national development, is such as to produce an inflationary 
tendency over some ranges of income distribution 1 , it might be 
possible to overcome this tendency either by an increase in 
wages to a level that would restrict investment so much as to 
prevent inflation, or by a decrease in wages to a level so low as 
to reduce consumer spending below the inflationary level. 

The conception of a “ minimum gap ” wage level also implies 
that there is a wide range of technically and economically pos¬ 
sible ratios of capital to output. In fact, however, the technical 
superiority of one method of production over another may be 
of sufficient importance to outweigh the advantages of minim¬ 
ising the gap between private spending and the volume needed 
for full employment. It cannot be taken for granted that con¬ 
sumers’ goods and capital goods can be produced equally well in 
whatever combinations they are demanded, at every conceivable 
distribution of income between wages and profits. It seems 
likely, nevertheless, that in the long run the minimum gap wage 
would become consistent with equilibrium between the produc¬ 
tion of capital goods and of consumers’ goods. Failure to pro¬ 
duce on the equilibrium scale would lead to accumulation or 
dispersion of inventories of capital equipment and of consumers’ 

1 Cf. American Economic Review, Supplement, May 1946, pp. 304-318. 
“ Wage-Price Policy and Employment ”, by Sumner H. Si.ichter. 
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goods, changes in their relatives prices, and consequent shifts in 
the relation of investment to profits, until the minimum gap and 
equilibrium wage rates converged. Even then, however, it is 
possible that the ratio of profits to wages at the minimum gap 
wage level would be such as to allocate too much or too little 
of a country’s resources to the production of capital goods, in 
the sense that at any point of time the flow of consumers’ goods 
and services resulting from full employment would be either 
more or less than the maximum consistent with consumers’ 
time-preferences. 


Other Considerations in Determining 
an “ Optimum ” Wage Level 

A wage level that minimises the divergence of private 
spending from the full employment without inflation level has 
no special merit from a social point of view ; the maximisation 
(or minimisation) of private spending does not constitute in 
itself a widely accepted aim of social policy. The most widely 
accepted objectives of economic policy are probably a high and 
stable level of income and employment, a stable price level, an 
optimum allocation of resources, an optimum rate of economic 
progress, and an optimum distribution of income. The mini¬ 
mum gap wage level as defined above is not synonymous with 
any of these objectives. A higher wage level may be needed to 
achieve an optimum distribution of income, a lower level to 
achieve an optimum rate of economic progress. Moreover, in 
some cases social welfare might be advanced more by increasing 
government expenditure on social services than it could be by 
raising wages ; in other cases, a higher wage, diminished private 
investment, and increased public investment, might accelerate 
economic development. 

The objective of full employment without inflation need not 
be endangered by a change in the general level of wage rates. 
There is always some combination of fiscal and monetary policy 
that would offset unfavourable effects of wage changes on 
employment and income. An increase in the Government 
budget, or in the deficit, is not in itself undesirable; it is unde¬ 
sirable only if it prevents the attainment of commonly accepted 
objectives of social and economic policy. The same may be said 
of the higher taxes or tighter price controls that might some¬ 
times be required to prevent an increase in wages as a result of 
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raising prices. However, once the “minimum-gap” level of 
wages is reached, further increases of wage rates will require 
Government intervention of an increasingly drastic nature to 
prevent both unemployment and inflation from developing. 

Any deliberate attempt to influence the general level of 
wages will, it is true, involve some risk of misallocation of 
resources. The general wage level is a composite of individual 
wage rates for particular industries and occupations. Any 
change in the general level must take the form of a series of 
changes in these individual rates. Given the differences in bar¬ 
gaining power, wage flexibility, and mobility of labour, and in the 
various elasticities of demand and supply in the many inter¬ 
related labour markets, it is obvious that any change in the 
general wage level will involve re-allocation of resources. Thus 
any attempt to bring about a closer approximation to an 
optimum wage level may bring either greater or less misalloca¬ 
tion of resources in its train. The problem is to effect any 
adjustment of the general level of wages in such a way as to 
improve the wage structure as well, by reducing the misalloc¬ 
ation of resources that results from wage differentials greater 
than differences in productivity. One obvious principle is that 
a general wage increase should be achieved as much as possible 
by increases in those wage rates that are farthest below the 
marginal net revenue product of the workers concerned. 

Wage-earners as a group belong mainly to the lower income 
brackets, and profits recipients as a group mainly to the upper 
income brackets. There are, of course, exceptions. Some 
professional or managerial employees classified as “wage- 
earners ” for analytical or statistical purposes are very far up 
the income scale ; some individuals classified as “capitalists ” or 
recipients of “ profits ” are farmers or small proprietors with 
very low incomes, or are recipients of small incomes from 
property. Nevertheless, it is safe to assume that a redistribu¬ 
tion of income from “ profits ” in general to “ wages ” in 
general would on the whole constitute a redistribution from 
upper to lower income groups. The achievement of the 
maximum satisfaction of the whole population in any country 
would require greater rather than less equalisation of income. 
Thus, there is a strong case for raising wage rates whenever 
such increases will not endanger other objectives. 

Economic progress depends to a large extent on the accumu¬ 
lation of capital. A rise in wages, by stimulating consumption 
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at the expense of the production of capital goods, may reduce 
the rate of capital accumulation. Moreover, raising wages at 
the expense of profits may reduce the incentives for efficient 
management and for venturesome investment. Thus the 
optimum rate of economic progress is one of the objectives that 
may be threatened by rising wages. 

It is, however, not easy to define the optimum rate of 
economic progress. Clearly, no country yet has till the capital 
it can use, and a wage rate so high as to reduce capital accumu¬ 
lation to zero would certainly be outside the optimum range. 
It is questionable whether any wage rate can be defended that 
reduces capital accumulation so much that further increases in 
labour productivity depend on technological progress alone. 
There must be at least enough capital accumulation to prevent 
increases in the labour force from reducing the marginal 
productivity of labour — and enough more to guarantee as rapid 
an approach to maximum output per capita (that is, to the 
situation where no addition of known types of plant and equip¬ 
ment could add to total output) as is consistent with society's 
preference for present over future consumption. 

In any actual case, of course, it is extremely difficult to 
determine just what this optimum rate of capital accumulation 
is. For one thing, in real life capital accumulation and innova¬ 
tion are inseparably intertwined. Nor can we simply say, in 
this context, that capital accumulation should proceed at the 
rate necessary to absorb savings, for the volume of savings of 
the economy will be affected by the wage-profit ratio. In other 
words, the problem is one of determining the optimum rate of 
saving and investment for society as a whole. 1 

In highly developed (“excess savings”) countries, the con¬ 
tribution of increases in the stock of plant and equipment to 
total productivity (the “ marginal productivity of capital ”) is 
low, but the sacrifice involved in postponing consumption is also 
low. Indeed, such countries face a long-term employment 
problem resulting from a tendency on the part of the community 
to save more at high levels of employment them can be profitably 
invested. The “optimum rate of saving and investment” is 
likely to be less than the actual propensity to save at high levels 
of employment. Consequently, am increase in the shame of 


1 This problem, as it confronts the United States, is discussed in the 
Second Annual Report to the President from the Council of Economic Advisers 
(Washington, December 1947), in particular, on pp. 10 20. 
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national income going to wages should not seriously retard 
economic expansion. 

In underdeveloped ("capital scarcity”) countries, the 
marginal productivity of capital is high, but so is the preference 
for present over, future consumption. In such countries, redis¬ 
tribution of income from profits to wages would produce infla¬ 
tionary rather than deflationary pressure, and might reduce the 
rate of capital accumulation below optimum. On the other 
hand, a policy of keeping wage levels so low that private invest¬ 
ment is discouraged by the lack of demand for final products 
could be defended only if it were clear that the public investment 
needed to maintain full employment in these circumstances would 
contribute more to national development and social welfare 
than the private investment it replaced. In some of these 
countries any significant sacrifice of current consumption in 
order to divert resources to the building up of capital would, for 
certain sections of the population, mean starvation. The only 
hope of rapid industrialisation in such cases lies in borrowing 
abroad some part of the capital required for development; the 
poverty of the people makes it impossible for them to save 
enough themselves to finance any rapid expansion in net 
investment. 1 

The conclusions of this section may now be summarised. So 
long as wages are below the level that would minimise the 
Government’s task of maintaining full employment without 
inflation, there would seem to be a general presumption on 
social grounds in favour of rising wage rates. The only 
exception would be in cases which it was considered desirable 
to restrain increases in current living standards in order to 
make possible a more rapid rate of economic development as a 
result of which standards of living could be raised more rapidly 
at a later stage. Increases in wage-rates above the minimum- 
gap level would, in most cases, improve the distribution of 
income. If such increases were concentrated in fields where 
exploitation of labour exists, the allocation of resources could 
be improved at the same time. However, increases in wage 
rates above the minimum-gap level might reduce savings, and 
might discourage efficient management and the taking of risks 


1 Cf. International Labour Office : The Economic Background of 
Social Policy, including Problems of Industrialisation (Report IV prepared 
for the Preparatory Asian Regional Conference, New Delhi, 1947) (New 
Delhi, I.L.O., 1947), Chapters VI and VIII. 
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to such a degree as seriously to retard economic progress. Such 
increases would also require Government policies of an increas¬ 
ingly drastic nature to maintain full employment and prevent 
inflation. It would appear therefore that there are three sets 
of conditions in which a rise in the general level of wage rates 
would not promote the achievement of the combined objectives 
of full employment without inflation, improved allocation of 
resources, greater equality of incomes and economic progress. 
These conditions may be summarised as follows : 

(1) If the fiscal, monetary, and price policies required to 
offset the inflationary or deflationary consequences of the wage 
increases cannot be undertaken, or would involve ill effects that 
would more than outweigh the benefits to be expected from the 
wage increases themselves. 

(2) If the share of income going into current savings and 
investment is so low as to endanger long-term improvement of 
the standard of living. 

(3) If the change in the level of Government expenditures 
required to maintain full employment without inflation, which 
would become necessary if wages rose, would involve a sacrifice 
of welfare greater than any gain to be expected from this wage 
increase. 


Summary and Conclusions 

While the foregoing analysis indicates the extreme com¬ 
plexity of the relation between wage rates and the level of 
employment, certain significant conclusions have emerged. 


Conclusions from Theoretical Analysis 

On the purely analytical level, clear-cut conclusions regard¬ 
ing the effect of wage changes on employment can be obtained 
only in the simplified case where the changes are limited to 
particular industries, operating under conditions of “ pure 
competition”. 1 In a single competitive industry, employment 


1 “ Pure competition ” exists ■when large numbers of workers bargain as 
individuals, and when there are so many competing employers that no one 
of them can have a significant influence on wage rates. 
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will tend to vary inversely with wage rates. However, in 
industries where competition is limited, either in the labour 
market or in the commodity market, and in which the wage- 
profit ratio does not affect the willingness of management 
to expend time and energy, changes in wage rates over a consi¬ 
derable range may have little effect on employment. 

The effect of a change in the general level of money wage 
rates on total employment will depend on a large number of 
variables, the behaviour of some of which cannot easily be either 
described or measured. Since wages for the whole economy 
are at once income and cost, any change in the general wage 
level will have both favourable und unfavourable effects on the 
level of employment. The net effect of a wage change in any 
particular case will depend upon all the interrelations of a 
complex economic system. A number of equally plausible 
assumptions concerning the nature and behaviour of the deter¬ 
mining relations can be made. Some of these assumptions 
lead to the conclusion that a rise in wage rates will reduce 
employment, others to the conclusion that it will increase 
employment, and still others to the conclusion that employment 
will be unaffected by changes in wage rates. However, unless 
special assumptions are introduced concerning the immediate 
reaction of employers to a change in wage rates, it appears 
from theoretical analysis that the most likely result of a change 
in the general level of wage rates is a proportionate change in 
prices, with profits, production, employment, and labour’s share 
in national income more or less unchanged. 

Given the reasonable assumption that Governments are 
committed to the maintenance of full employment without 
inflation, it is possible to define a “ minimum-gap ” level of wage 
rates, which would minimise the divergence of total private 
spending from the level that would produce full employment 
without inflation. However, this wage has no special merit 
from a social viewpoint; it does not guarantee an optimum 
allocation of resources, and may diverge from the wage level 
that produces an optimum rate of capital accumulation or the 
level that produces an optimum distribution of income. 

In most countries, increases in wages will in general improve 
the distribution of income, and need not lead to greater misallo- 
cation of resources. If no barriers exist to impede the adoption 
of appropriate fiscal, money and price policies capable of 
maintaining full employment without inflation, there will there- 
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fore as a rule be no reason to fear a rising wage level, so long 
as the rise does not go beyond the point at which it would 
seriously retard capital accumulation. 

Theoretical analysis also indicates the necessity for taking 
into account the effect of the wage structure on the allocation 
of resources. • Increases in the general level of wages consist of 
a series of increases, usually determined more or less indepen¬ 
dently of one another, in the rates for particular industries and 
occupations; and it is important that these increases should 
proceed in such a way as to improve rather than worsen the 
allocation of resources. 


Conclusions prom the “Facts” 

Despite the high degree of uncertainty and inconclusiveness 
of empirical research, its general results are consistent with the 
conclusions reached on analytical grounds. There are four 
main types of factual study available. First, there are statis¬ 
tical investigations of short-period relationships among money 
wages, prices, real wages and employment. Secondly, there are 
historical studies of the effects on employment of wage policies 
undertaken during the great depression of the 1930’s. Thirdly, 
there are statistical studies of the long-period relationships 
among wages, profits and national income. Finally, there are 
statistics relating to wages, prices and employment during the 
recent war and transition periods. 

Studies of the first type have led to controversy on statistical 
grounds, without general and conclusive results being obtained. 
There is so little uniformity in the data on wage rates, prices, 
real wages and employment, and the relationships are so 
obviously affected by extraneous factors, that generalisation is 
extremely difficult. However, the statistics do indicate a fairly 
common pattern of relationships among wages, prices and 
employment during the course of a business cycle. During the 
up-swing, wage rates, employment and real wages tend to move 
upward together. Real wage rates are relatively stable, and 
the increase in the real wages bill during the up-swing results 
from the increase in employment and production rather than 
from increased real wage rates. During the down-swing, the 
reverse movements take place. At the turning-points of the 
cycle, divergences from these relationships frequently appear. 
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In the last phases of the boom, prices often rise faster than 
wages, resulting in a fall in real wage rates, and a “ shift to 
profits Indeed, some writers have considered this “ shift to 
profits ”, and the consequent inability of wage-earners to absorb 
the increasing output of consumers’ goods, as an important 
factor in the collapse of prosperity. In the early phase of a 
down-swing, wages often lag behind prices, leading to a tempo¬ 
rary rise in real wage rates at the expense of employment. In 
the initial stages of recovery, prices have usually risen faster 
than money wage rates, leading to a fall in real wage rates and 
an increase in employment. 

The lack of uniformity in the data, and the difficulty of 
isolating wage-price-employment relationships from the other 
relationships involved in economic fluctuations, make it difficult 
to generalise about the cyclical behaviour of wages, prices and 
employment. Nevertheless, certain conclusions emerge. It 
seems to be difficult to achieve a permanent increase in real 
wage rates through an increase in money wages. Unless prices 
are controlled, there is a tendency for money wages and prices 
to move together, even when the increase in wage rates is itself 
mainly a response to an increase in the demand for labour. 
Except at turning-points, wages and prices move together over 
the cycle, leaving real wages relatively stable. Increases in 
real wage rates might come about through a contraction of 
output, and a consequent development of excess capacity, but 
only at the cost of unemployment Real wage rates may on 
rare occasions increase with an expansion of output, if output 
rises faster than employment, through the absorption of excess 
capacity and new investment. If output continues to rise after 
the optimum rate of utilisation of plant and equipment is 
reached, wage costs tend to rise considerably, and real wage 
rates are likely to fall. Once exploitation is eliminated, only 
enhanced productivity and increased production can be counted 
upon to raise real wage rates without a drop in employment, so 
long as prices are left free to respond to changes in wage costs. 

Analysis of the cyclical behaviour of wages and employment 
indicates the existence of some kind of “ optimum ” wage rate. 
Real wage rates can be so high as to reduce employment; 
indeed, the rise in real wages in the earlier stages of the down¬ 
swing seems to be a contributory factor to the development of 
a cumulative decline in employment and thus of the whole 
process from crisis to deep depression. Similarly, low real wage 


10 



140 


GENERAL EEPOET 


rates seem to be, sometimes at least, a factor in the expansion of 
employment in the early stages of an upswing. On the other 
hand, wages can be so low that insufficient purchasing power 
is provided to absorb current production at profitable prices. 
The drop in real wage rates in the final stages of the boom 
appears to be a contributing factor to the downward-turn. 
Indeed, since investment tends to be geared to the rate of 
increase in consumption, a mere failure of read wage rates to 
continue rising in the up-swing may result in its collapse. 

These statistical studies of relationships among wages, prices 
and employment over the cycle are of limited usefulness in 
answering the question : “ What is the best wage policy for the 
achievement and maintenance of full employment ? ” They 
represent studies of relationships in the past, over historical 
cycles, in the absence of active wage policy or price control. 
The changes in wages are the result mainly of changes in the 
demand for labour, rather than of any intervention by Govern¬ 
ment, employers, or workers to induce a change in wages for 
the express purpose of increasing employment or preventing 
inflation. 

However, historical studies of wage policy in the great 
depression of the 1930’s produce much the same general conclu¬ 
sions as the statistical analysis of cyclical relationships. The 
experience of Australia, France and the United States indicates 
that Government-labour-employer action to change money wage 
rates is likely to have its main effect on prices, and to leave 
employment, profits and output substantially unchanged. This 
conclusion seems to hold whether policy takes the form of wage 
increases or of wage decreases. A change in wage rates in 
either direction may promote recovery if it makes the expec¬ 
tations of entrepreneurs more favourable. Similarly, a wage 
change may result in contraction by making anticipations less 
favourable. Unless there is some special reason why the 
change in wage rates should improve anticipations, the effect is 
likely to be unfavourable on balance, since the very change 
introduces more uncertainty into the economic picture, and 
private investment tends to vary inversely with the degree of 
uncertainty. 

In countries where employment depends to a large extent on 
exports, the fall in prices resulting from wage cuts may lead to 
an increase in exports, and thereby to an increase in employ¬ 
ment. Much the same effect might be achieved a good deal 
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less painfully through depredation of the currency. In either 
case, however, the action taken may lead to reprisals by 
competing countries which would nullify any advantages that 
might otherwise accrue. 

The experience of the great depression also confirms the 
conclusion that wage policy is likely to be much more effective if 
combined with appropriate fiscal, monetary and price polides. 
There is also some support for the conclusion that because the 
profits component of employers’ incomes is most variable and 
most important for investment dedsions, a movement of profits 
in either direction, consequent upon a change in wage rates, will 
tend to become cumulative. 

The studies of long-term relationships among wages, profits 
and national incomes also confirm the general conclusions 
derived from theoretical analysis. Apart from temporary 
cyclical phenomena, prices and wages tend to move together, 
leaving the relative shares in national income of labour and of 
capital substantially unchanged. Historically, the improvement 
in the workers’ standard of living has been the result of 
increased total production, combined with the maintenance by 
workers of their share in total production through collective 
bargaining. 

Experience during the war and transition period is also 
consistent with the theoretical analysis. Wartime experience 
suggests that policies to maintain full employment combined 
with price controls (including subsidies and rationing) may bring 
a sustained increase in real wage rates and in the share of labour 
in the gross national income, at the expense of recipients of 
relatively fixed money incomes and of entrepreneurs. As soon 
as the various controls are removed, there seems to be a ten¬ 
dency, even with continued full employment, for prices to rise, 
for real wage rates to fall, and for labour’s share in national 
income to decline. This experience suggests that in order to 
bring about a rise in workers’ incomes in the form of an increase 
in the share of national income going directly to wages, as dis¬ 
tinct from a constant share of wages in a rising national income, 
it would be necessary to have both full employment policies and 
a full complement of price controls and related measures. 
Whether wage-earners would benefit in the long run from such 
a policy would of course depend on the effects it would have 
on the total volume of national income, as well as on their share 
in that income. 
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General Conclusions 

In general, it would appear from the analysis of this chapter 
that any level of wage rates, or at least any level within a wide 
range, may be compatible with the general objective of full 
employment without inflation, given appropriate fiscal, mone¬ 
tary and price policies and a willingness to accept the conse¬ 
quences of those policies. Given such policies, the desirability 
or otherwise of any particular wage level is therefore not to 
be judged merely or even mainly in terms of its effect on the 
level of employment. In order to determine whether or not a 
given increase or reduction in the existing wage level will serve 
the general welfare, it will be necessary to weigh the direct 
effects of such a change on income distribution, the rate of 
capital accumulation and other relevant factors against the 
effects on these same factors of the changes in fiscal, monetary 
and price policies which will be required if the objective of full 
employment without inflation is still to be attained. 

In countries in which the present rate of capital accumula¬ 
tion appears to equal or exceed the optimum, there will be a 
general presumption that wage increases, by promoting a more 
equal distribution of income, will contribute to welfare. Where 
capital accumulation falls short of the optimum this presumption 
will not hold. In practice, however, it is by no means easy to 
determine what constitutes an optimum rate of capital accumu¬ 
lation, nor to estimate at all accurately the probable effects on 
such accumulation of any specified change in the wage level. 
There is consequently little in these considerations that can be 
counted upon to assist the organisations or authorities concerned 
in the task of framing actual wage policy. 

The extreme complexity of the inter-relationships among 
wages, prices, profits, the distribution of incomes and the rate 
of capital accumulation makes it difficult if not impossible to 
forecast accurately the full consequences of any change in the 
level of wages. It is therefore not possible to lay down any 
simple rules for the guidance of public policy in this field. 

Even were such rules available, their application would raise 
serious problems. To the extent that it required the detailed 
control of thousands of individual wage rates and prices, it 
might seriously hamper the efficient functioning of the economic 
system. Other instruments of public policy, such as measures 
to combat monopolies, tax policy and the extension of a wide 
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range of public services, are available for the purpose of 
influencing the distribution of incomes; and these instruments, 
besides offering at least equal prospects of success, would seem 
less likely to endanger the increase in productivity on which 
any substantial improvement in workers’ living standards must 
be based. 

One final conclusion emerges clearly from the foregoing 
analysis : the results of the application of any particular wage 
policy are bound to be determined in large measure by the 
fiscal, monetary, price and general economic and social policies 
with which it is associated. Wage policy is not something 
which can be considered by itself; it is an integral part of 
economic policy as a whole. 




CHAPTER VH 


WAGES AND THE PRICE LEVEL 

Few countries have been concerned since the outbreak of 
the Second World War with the problem of unemployment 
arising from a deficiency of effective demand. On the contrary, 
virtually every country in the world has been faced since that 
time with the problem of checking inflation. Consequently, in 
most countries the vital issue in recent wage policy contro¬ 
versies has been the relation of changes in wage rates to 
changes in the price level. This involves the question whether, 
in a period when prices are already tending to rise, wages can 
be raised without aggravating inflationary pressures. Labour, 
management, and Governments have all been compelled to 
seek an answer to this question. For workers, rising prices 
have threatened such improvements in living standards as they 
have been able to obtain through wage increases in recent 
years. For management, the constant pressure for higher wages 
and better working conditions seems to require higher prices 
if profits are to be maintained. Finally, in most countries, 
Governments have had the ultimate responsibility of formu¬ 
lating and enforcing a wage policy that is most consistent with 
the interests of society as a whole. 


Types of Inflationary Situation 

Three general types of inflationary situation may be 
distinguished : first, the inflationary pressure that will continue 
in many countries for the balance of the transition period; 
secondly, the more or less continuous threat of inflation in 
countries suffering from a scarcity of capital ; thirdly, the 
inflation that may appear under boom conditions in more 
highly industrialised countries. A previous I.L.O. report 
distinguished five criteria which must be met before the period 
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of transition from war to peace can properly be said to be 
complete for any one country 1 : 

(1) The country must have ceased military activities on all 
fronts. 

(2) Its armed forces must have been reduced to the size consi¬ 
dered necessary in peacetime. 

(3) Its production of war materials and supplies must have 
been contracted to the level considered necessary in 
peacetime. 

(4) Its war plant and stocks (in excess of those considered 
necessary in peacetime) must have been converted to 
peacetime uses. 

(5) General scarcities of consumers’ goods, of raw materials, 
and of equipment must have disappeared ; that is, demand 
must not exceed supply at current prices over so wide 
a range of goods and services as to constitute an upward 
pressure upon the general price level. 

From an economic point of view, the key criterion is the 
fifth one cited. In most cases it will probably be the last to be 
met. Most countries can be said to have met the first four of 
these criteria already, but a good many have not met the fifth. 
The problem of wage policy for the remainder of the transition 
period, with which this chapter is concerned, is essentially the 
problem of determining a policy appropriate to conditions in 
which there is an upward pressure on the price level as the 
result of scarcities of goods ; that is, a pressure occasioned by 
widespread insufficiency of supplies to meet effective demand 
at current prices. 

The existence of this state of affairs, however, is not by 
itself a sufficient condition to cause an economy to be consi¬ 
dered still in the “ post-war transition ” phase. It is a condi¬ 
tion that may exist in under-developed countries more or less 
continuously for decades; the economic position of such coun¬ 
tries cannot usefully be described as a state of “ transition from 
war to peace ”. Even in highly developed countries, a com¬ 
bination of large-scale public and private spending, financed 
by monetary expansion, may produce “scarcities” in any 
period, accompanied by a rising price level. Conversely, finan- 

1 International Labour Conference, 27th Session, Paris. 1945, Report II: 
The Maintenance of High Levels of Employment during the Period of Industrial 
Rehabilitation and Reconversion (Montreal, I.L.O., 1945), p. 8. 
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dal panic, monetary deflation or a contraction of economic 
activity could develop before wartime defidendes have'been 
made up ; but the consequent excess of supply over demand at 
current prices would not necessarily mean, in this case, that 
the transition from war to peace had been completed. 

Nor is it suffident to say that “ scarcity ” has completely 
disappeared when pre-war levels of production and supply have 
been restored in a country. “Piled-up demand” is a direct 
product of war, and until such demand has been satisfied, it 
is legitimate to argue that the transition is not over. For this 
reason alone, the elimination of “scarcity” in a real sense 
requires that levels of production should be higher than those 
prevailing before the war. In addition, during the decade since 
the Second World War began, the population and labour force 
of many nations have grown. Production must also increase 
enough to take care of these factors without price increases or 
piled-up demand, before “ scarcities ” can be said to have 
disappeared. Production should also have expanded in propor¬ 
tion to the increase that has taken place in productivity. Finally, 
account must be taken of the fact that the pre-war period was 
marked by varying degrees of unemployment. Hence, produc¬ 
tion of peacetime goods must rise enough to meet the increased 
demand resulting from the disappearance of this unemployment, 
as well as that consequent upon meeting deferred demand and 
expansion of the labour force and of productivity, before the 
transition can properly be considered to be complete. 


The War and Post-War Experience 

The present chapter is primarily concerned with the wage 
problem as it has presented itself in the war and transition 
period. Experience in this period and the lessons learned from 
it provide a useful background for the formulation of wage 
policy in any type of inflationary circumstances. This section 
presents in summary form the major facts of wage-price expe¬ 
rience in certain countries during the years 1939-1947, and 
outlines the policies that were evolved in these countries to 
cope with problems of wage-price relationships. The concluding 
section of the chapter then indicates some of the lessons to be 
derived from the survey of weir and post-war problems and 
policies. 
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Argentina 

Up to 1943, prices and wages in Argentina were affected 
by the war only to a limited extent. Monthly money earnings 
had increased by only 19 per cent, over 1937, and prices by 
13 per cent. With a rapid increase in employment in industry 
and commerce, however, which was due largely to a falling off 
in imports of manufactured goods from the usual sources, total 
earnings in industry had increased in 1943 by about 50 per 
cent, over 1937. 


TABLE X. MONEY AND BEAL EABNINGS IN INDUSTBY AND MINING 
IN ABGENTINA, 1937-1947 

Base 1937 = 100 



Index 

of monthly 
money 
earnings 
in industry 
and mining 

Index 

of monthly 
real earnings 
in industry 
and mining 

Index 
of total 
earnings 
in industry 

Cost-of-living 
index in 
Buenos Aires 

1 

2 

3 1 

4- 

5 

1937 

100 

100 

100 

100 

1938 

100 

101 

— 

99 

1939 

102 

102 

110 

101 

1940 

102 

99 

113 

103 

1941 

105 

99 

123 

106 

1942 

112 

100 

139 

112 

1943 

119 

106 

151 

113 

1944 

130 

115 

170 

113 

1945 

142 

105 

188 

135 

1946 

177 

111 

242 

159 

1947 8 

227 

127 

333 

179 


Source: Slntesis Estadlstica Mensual de la Repiiblica Argentina ; I.L.O.: Year Book 
of Labour Statistics and International Labour Review. 

1 Col. 3 is a computation based on the cost of living in Buenos Aires, whereas the 
figures for earnings apply to the country as a whole. 

■ Col. 4 relates to establishments above a certain size and may be influenced by changes 
in the number of establishments covered. The number of workers covered rose from 720.000 
in 1938 to 880,000 in 1945. 

• Average for first eleven months. 


From 1943 to 1947, in contrast, monthly money earnings 
almost doubled, and total earnings, reflecting in part the 
increase in employment in industry, more than doubled. Prices 
rose about three-fifths during this period, the rate of increase 
during 1946 and early 1947 being particularly marked. Table X 
shows the year-by-year changes in money earnings and real 
earnings of workers in mining and industry in Argentina during 
the period 1937-1947. 
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In spite of the rapid rise in prices, the position of the wage- 
earner in Argentina has improved, as real earnings have also 
exhibited an upward tendency. A high level of employment has 
been maintained, and the size of the labour force in industry 
has increased, partly owing to a movement of workers out of 
agriculture. As a result, total wages in industry and commerce 
have also risen, in real terms. The rise in money earnings 
is traceable in part to general wage increases granted early 
in 1947, amounting in some cases to as much as 25 per cent., 
and also to the obligation imposed on employers by the Decree 
of 20 October 1945 1 (converted into law on 31 December 1946) 
to pay on 31 December of each year a supplementary annual 
wage equal to one-twelfth of the total remuneration received 
by the employee in the course of the year. 

The above-mentioned Decree also completely changed the 
wage-fixing machinery of the country. Instead of wages being 
determined by direct negotiations between the associations 
concerned, the Decree provided that in the future they were 
to be fixed by an official body, the National Remuneration 
Institute. Legally recognised organisations of workers and 
employers participate in the constitution and administration 
of this body. The Decree provides that the Institute shall fix 
a living wage which, in every part of the country, must be suffi¬ 
cient to provide each wage-earner or salaried employee and 
his family with adequate food, healthy dwellings, clothing, 
education for the children, medical care, insurance, moving 
expenses, holidays and recreation. This living wage is to be 
periodically adjusted to take account of fluctuations in the 
cost of living. The Managing Committee of the Institute is 
obliged to examine the situation with a view to adjusting the 
minimum whenever the cost of living increases or decreases by 
10 per cent. In addition, basic wage rates are to be proposed 
by the wage committees which are to be set up for each eco¬ 
nomic branch in each economic zone defined by the Managing 
Committee of the Institute. These rates may not be less than 
the living wage and must take into consideration the nature 
and risks of the work, the need to allow the worker and his 
family a standard of living in conformity with his .technical 
training, the wages and salaries paid in similar occupations, 
local customs, the economic position and particular charac- 

1 Boletin ofieial, No. 15373, 3 December 1946. See also International 
Labour Review, Vol. LIII, Nos. 3-4, Mar.-Apr. 1946, pp. 245-248. 



WAGES AND THE PRICE LEVEL 


149 


teristics of the undertaking in question, and any other factors 
indicated by the studies and investigations of the Institute. The 
rates are then finally determined by the Managing Committee 
of the Institute. 

Apart from influences bearing directly on wages, a number 
of other factors have tended to increase the inflationary pres¬ 
sure on prices. For instance, employment in industry and 
building has increased in the last few years by about 500,000 
persons; this represents a doubling of the number of workers 
engaged in industrial activity in 1935. The figure cited leaves 
out of account the additional employment occasioned by the 
industrial expansion in the commercial sector and in transport 
services. 1 The rise in exports and the budgetary position of 
the country have also contributed to the increase. In addition, 
a large programme of public works is embodied in the Govern¬ 
ment plan for the period 1947-1951. This plan aims, inter alia, 
at improving the standard of living of the population by means 
of high wages, a suitable level of prices, more extensive social 
services and better conditions of work. 2 

The various factors leading to higher prices have naturally 
caused some anxiety regarding the danger of inflation. 
Measures designed to curb speculation were taken early in 1947, 
and stricter price controls were introduced in June of that year. 

The general economic position of the country and the policies 
to be pursued were described by Senor Peron, the President of 
the Republic, late in 1947. 3 He indicated that wages have risen 
to levels equal to or above those of the cost of living and that 
efforts are being made to reduce the latter. As a result, .the 
purchasing power of the wage-earner is higher than before the 
war. He stated that the prices of food, clothing, and household 
goods are being reduced or at least stabilised; and that it is 
essential to increase output both to meet the demand arising 
out of the current purchasing power of the wage-earner and to 
secure a greater reduction in the cost of living. He pointed out 
that notwithstanding higher wages output is falling, and that 
to avoid inflation, therefore, it. is necessary to adapt wages to 
the cost of living, stabilising those which are above this cost 


1 Revista de Economia Argentina: “ La Situacidn economica del pais a 
trav4s de la Memoria del Banco Central de la Republics Argentina ”, October 
1947, p. 299. 

1 Speech of the Minister of Finance, Dr. Bam6n A. Cereijo, to the Senate, 
24 ancl 25 July 1947. 

* Broadcast speech of the President of Argentina, 23 August 1947, 
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and increasing to a corresponding level those which are below. 
As a result of these circumstances, President Per6n urged that 
maximum prices should be stabilised at the level reached after 
the recently published regulations on the repression of usury 
and speculation, and that wages should be adapted to the cost 
of living in accordance with the criteria set out above. 
Industrial employers would also be required to communicate 
monthly to the executive authorities data on employment, hours 
of work, wages paid, absenteeism and output, with similar back 
figures to 1942 inclusive. Finally, the President proposed the 
application of sanctions whenever the normal output of an 
undertaking has fallen without justification. These sanctions 
may consist of a reduction of wages or of a fine imposed on the 
employer and calculated on the basis of his total payroll. Either 
party may be freed from these sanctions if it is established that 
the other is solely responsible for the falling off of output. The 
wage reductions and fines are to be paid into a common fund to 
be used for the payment of output bonuses. 

Australia 

Table XI shows the movements which took place in wage 
rates, cost of living and real wages in Australia from 1939 
to 1947. 

TABLE XI. INDEX NUMBERS OF WAGE RATES, COST OF LIVING 
AND REAL WAGES, AUSTRALIA, 1939-1947 
Base 1937 = 100 


Year 

Hourly wage rates 

Cost 
of living 

Real 

wages 

Men 

Women 

Men 

Women 

1939 

109 

110 

105 

103 

104 

1940 

114 

112 

110 

104 

102 

1941 

120 

119 

115 

104 

103 

1942 

129 

127 

125 

104 

102 

1943 

136 

140 

129 

105 

109 

1944 

136 

150 

129 

106 

116 

1945 

137 

150 

129 

107 

116 

1940 

141 

154 

131 

107 

118 

1946 : Sept. 

140 1 

152 1 

131 2 

106 1 

| 116 1 

Dec. 

147 

162 

132 

111 

122 

1947: Mar. 

148 

162 

133 

111 

121 

June 

149 

103 

134 

111 

122 

Sept. 

155 

173 

136 

114 

127 


Source: International Labour Review, Vol. LVI, No. 2, August 1947, pp. 220 and 234. 
The figures for 1947 wero calculated from data supplied by the commonwealth Statistician. 
1 Last day of the month. 

* Quarterly averages. 
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Wage Trends 

. The table indicates that the average real wages of male 
workers remained almost constant from 1939 to 1942, and rose 
only slowly up to September 1946. This suggests that changes 
in average hourly wage rates for men workers in Australia 
during the war were little more than sufficient to keep pace 
with the cost of living, which increased relatively slowly owing 
to a highly successful stabilisation policy. 1 Thus, from 1939 
to September 1946, average hourly wage rates rose 29 per cent., 
the cost of living 25 per cent., and average real wages only 3 per 
cent. During the same period, however, the average hourly 
wage rates and average real wages of female workers rose 38 per 
cent, and 12 per cent, respectively. Consequently, it would 
appear that during the war women workers improved their 
position considerably as compared with men workers. 

From September 1946 to September 1947, fairly substantial 
increases in average hourly wage rates took place in Australia, 
although the cost of living rose only slightly. Thus, during this 
period the average hourly wage rates of men workers increased 
11 per cent., those of women workers 14 per cent., the cost of 
living 4 per cent., and the average real wages of men and women 
workers 8 per cent, and 9 per cent, respectively. In a single 
year, therefore, the average real wages of men workers increased 
nearly three times as much, and those of women workers nearly 
as much as they had during the preceding seven years. 

Owing to the effects of overtime pay and to the fact that 
employment was steady during the war years, workers’ average 
earnings tended to increase more rapidly than average wage 
rates. For example, the average weekly earnings of all men 
workers rose from £5.63 in 1941-1942 to £6.64 in 1943-1944, an 
increase of 18 per cent., as compared with an increase of 13 per 
cent, in average hourly wage rates from 1941 to 1943. As the 
war effort became less intense, the necessity for considerable 
overtime decreased, with the result that the average weekly 
earnings of all men workers fell to £6.52 in 1944-1945 and to 
£6.48 in 1945-1946. This fall was not due to any change in the 

1 The degree of success of the Australian stabilisation policy may be 
judged from the fact that, according to data compiled by the United States 
Bureau of Labor Statistics, the cost of living rose less in Australia from 
August 1939 to August 1946 than in any of tne twenty-one other countries 
surveyed, with the exception of Canada and New Zealand (see Monthly 
Labor Review, January 1947, pp. 88-60, “ Inflation Problems at Home and 
Abroad n ). 
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average hourly wage rates of these workers, since these 
remained practically constant from 1943 to 1945. From 1945 
to March 1947, in contrast, the average hourly wage rates of 
men workers rose 13 per cent. This rise led, however, to only a 
slight increase in average weekly earnings ; they rose from £6.48 
for the period 1945-1946, to £6.62 for the nine months ending in 
March 1947, a rise of only about 2 per cent. 1 The net effect 
of these developments was to raise labour’s share of the national 
income from 54 per cent, in the fiscal year 1938-1939 (and 52.4 
per cent, in 1939-1940) to 56 per cent, in 1945-1946. 2 

On the basis of the above data, certain conclusions may be 
drawn as to wage trends in Australia from 1939 to 1947. 
(1) Wage rates for male workers rose only slowly during the 
period and, generally, only as a consequence of increases in the 
cost of living; wage rate increases in Australia were smaller 
than in most countries. (2) The cost of living in Australia 
increased less during the period than in practically any other 
country. (3) Real wages of male workers remained fairly 
constant during the war years, but have increased somewhat 
since then, being 11 per cent, higher in September 1947 than in 
1939. (4) .Wage rates of women workers rose fairly rapidly 

during the period, and their real wages were 21 per cent, higher 
in September 1947 than in 1939. (5) Wage differentials 

between men and women decreased considerably during the 
period. (6) Average weekly earnings of men workers increased 
more rapidly than their wage rates during the war, by reason 
of increased hours of work. (7) Wage rates have increased 
much more rapidly since the war than average weekly earnings. 

Wage Policy 

In order to understand Australian wage policy during and 
since the war, it is necessary to realise that wage policy in that 
country has been regarded for many years as an integral part 
of national social and economic policy. It is through its 
national wage policy that Australia has sought to give expres- 

1 Commonwealth Bureau op Census and Statistics : Quarterly Summa¬ 
ry of Australian Statistics, Bulletin No. 188, June 1947, p. 78. If data on average 
weekly earnings for the whole of the year ending June 1947 were available, 
the figure of £6.62 for 1947 would have been somewhat higher. However, 
although this figure is thus not strictly comparable with that given above 
for 1945-1946, the percentage increase in average weekly earnings from 
1946-1946 to 1946-1947 was probably not very much greater than the 2 per 
cent, mentioned. 

* See Chapter IV, table IV. 
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sion to its social philosophy that every worker has a right to a 
reasonable share in any increase in the productivity of industry 
or in general prosperity. At the same time, it is recognised 
that the wage level may have favourable or unfavourable 
effects on the economy as a whole, and may help or hinder 
national economic policy. Consequently, Australia has not 
depended upon trials of strength between opposing and often 
irreconcilable employers’ and workers’ organisations to deter¬ 
mine wage rates in a particular industry, but has vested power 
to determine wage rates in various tribunals, which operate 
under Commonwealth and State arbitration laws. 1 

The Commonwealth Arbitration Court fixes a basic wage 
which is the minimum rate for most unskilled workers. It also 
awards margins for skill and other special conditions prevailing 
in particular trades. The basic wage is normally adjusted for 
changes in the cost of living and in the capacity of industry to 
pay. Various State authorities determine minimum wages for 
certain industries, but they are influenced to a considerable 
degree by the judgments of the Commonwealth Arbitration 
Court. 2 The wage-fixing machinery which had operated during 
many peacetime years required little modification to meet the 
needs of a wartime economy. In fact, the existence of this 
machinery enabled the national Government to carry out its 
wartime stabilisation policy much more effectively than if 
employers and workers had not been accustomed for years to 
settling their disputes through this machinery. 

Two changes in the system of wage regulation became 
necessary, however, as the tempo of the war increased. The 
wages fixed by the Commonwealth Arbitration Court and other 
tribunals in normal times had really been legal minimum wages. 
Employers could pay, and individual workers could demand and 
obtain, higher wages if they wished. In order to make the 
stabilisation of the economy more effective, therefore, special 
regulations were issued in July 1940 making the award rates 
for certain categories of skilled workers maximum as well as 
minimum rates. 3 The National Security (Economic Organ- 


1 This is not to say that employers and workers have no influence on 
wage rates fixed by these tribunals, since the views of the employers’ and 
workers’ organisations concerned are heard before such rates are fixed. 

* Cf. E. R. Walker : The Australian Economy in War and Reconstruction 
(New York, 1947), pp. 290-297; and International Labour Office : 
The Minimum Wage: an International Survey, op. cit., pp. 5-49. 

* Ibid., p. 299. 



154 


GENERAL REPORT 


isation) Regulations 1 of February 1942 extended this principle 
to all workers. They pegged the maximum rates at the levels 
prevailing on 10 February 1942, subject to adjustment for 
anomalies and to alteration for changes in the cost of living. 
A principle was established that no worker was to suffer a 
reduction in earnings as a result of the operation of the Regula¬ 
tions. 2 A special authority was set up to regulate women’s 
wages which, as indicated above, rose more rapidly than men’s 
wages during the war. 3 

The basic wage was altered automatically each quarter with 
changes in the cost of living, which continued to rise despite the 
system of price control instituted by the Order of 8 September 
1939. 4 * A danger arose that the stability of the economy would 
be difficult to maintain if wages chased prices in this manner. 
In addition, an increase in award wages was recognised by the 
Prices Commissioner as justifying an increase in the prices of 
the industries concerned. B Accordingly, to make the stabilisa¬ 
tion policy more effective, an attempt was made to stabilise 
prices legally at the level of 12 April 1943. They continued to 
rise, however, and as a further stabilisation measure the 
Government announced on 20 July 1943 that all employers 
except Government and semi-Govemment bodies would be 
reimbursed by subsidies for any wage increases consequent upon 
increases in the cost of living. 6 

The wage-pegging provisions were amended in December 
1946 to permit industrial authorities or public employment 


1 For a convenient summary of these Regulations, see International 
Labour Review, Vol. XLVI, No. 6, December 1942, pp. 729-730, “ Wage 
Stabilisation in Australia ” ; and The Economic Record, May 1942, pp. 47-49, 
“ Further Developments in Australia’s War Economy ”, by J. S. G. Wilson. 

* For a fuller account of the development of Australia’s wage stabilisation 
policy, see E. R. Walker : op. cit., pp. 299-300; The Economic Record, June 
1941, pp. 17-18, “ New Developments in Australia’s War Economy ”, by 
E. R. Walker and R. M. Beecroft ; International Labour Review, Vol. 
XLIV, No. 4, October 1941, pp. 403-407, “ Wartime Labour Problems in 
Australia ”, by E. R. Walker ; and The Economic Record, June 1943, 
pp. 90-92, “ The Western Australian Basic Wage ”, by J. 8. J3-. Wilson. 

* See International Labour Review, Vol. XLVI, No. 2, August 1942, 
pp. 198-201, “ The Wartime Employment of Women in Australia ” ; Inter¬ 
national Labour Review, Vol. XLVII, No. 1, January 1943, pp. 92-94: 
“ Women’s Wages and Conditions of Work in Australia ”; and E. R. Walker: 
The Australian Economy in War and Reconstruction (New York, 1947), 
pp. 300-306. 

4 E. R. Walker : op. eit., p. 253. 

* Cf. International Labour Review, Vol. XLV, No. 5, May 1942, p. 540. 

* Cf. idem, Vol. XLVIII, No. 6, December 1943, pp. 779-780, “ Wage 
Subsidies in Australia ” ; and E. R. Walker : op. cit., pp. 263-269. 
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authorities to take independent action to adjust marginal rates 
without the necessity of first securing authorisation from the 
Chief Judge of the Commonwealth Arbitration Court. The 
main effect of this relaxation was to allow wage-fixing author¬ 
ities to revise margins in proportion to the increase in the cost 
of living since the beginning of the war. 1 

Inflationary pressures 2 * increased during 1947 owing to the 
record value of exports 8 , the higher cost of imported consumers’ 
goods and raw materials and the difficulties of procuring them, 
the “ interim ” increase of 7 shillings a week in the basic wage 
announced on 13 December 1946 4 , and the granting of a forty- 
hour week by the Commonwealth Arbitration Court on 8 Sep¬ 
tember 1947. 5 Although the forty-hour week was not to apply 
to all workers until 1 January 1948, it was introduced in New 
South Wales on 1 July 1947. 6 7 The inflationary pressures and 
the increasing industrial unrest led to a conference on industrial 
relations, which was convened by the Federal Government and 
held on 2 and 3 August 1947. It was attended by the Federal 
Prime Minister, other Ministers, representatives of the Asso¬ 
ciated Chambers of Manufacturers, and representatives of the 
Australasian Council of Trade Unions. A joint statement was 
issued which said, in part, that 

increased production is essential for the continuance of satisfactory 
living standards, their improvement, the meeting of many shortages 
in both capital and consumable goods, and for the relieving of 
inconveniences and hardships at present being experienced by the 
Australian people . 1 

1 Cf. New South Wales Industrial Gazette, 31 Jan. 1947, pp. 1-8. 

* An indication of the inflationary pressure in Australia which has been 
held in check but which threatens to burst through is the fact that, whereas 
note circulation increased 400 per cent, between 1939 and 1947 in both 
Australia and the United States, from 1939 to September 1947 the cost- 
of-living index in Australia increased by only 34.2 per cent, as compared 
with 63.9 per cent, in the United States (cf. Statistical Office of the 
United Nations : Monthly Bulletin of Statistics , December 1947, pp. 112, 
143, 151). 

8 Export prices rose no less than 75 per cent, from June 1946 to October 
1947 (see Commonwealth Bank of Australia : Statistical Bulletin , Nov¬ 
ember 1947, p. 28). 

4 Commonwealth of Australia, Department of Labour and National 

Service : Industrial Information Bulletin, November 1946, p. 708. 

6 Cf. Bank of New South Wales : Annual Beport and Balance Sheet, year 
ended 30 September 1947, pp. 10-11. The full text of the judgment of the 
Commonwealth Arbitration Court concerning the forty-hour week contains 
a comprehensive analysis of Australian post-war economic conditions (see 
New South Wales Industrial Gazette, September 1947, pp. 521-542). 

6 Cf. New South Wales Industrial Gazette, 31 October 1947, pp. 1-2. 

7 Cf. idem, August 1947, p. 177. 


11 
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As one means of increasing production, the Council of 
Employers’ Federations, in a production plan submitted to the 
Prime Minister in January 1947, had recommended that where 
practicable incentive payment schemes should be introduced in 
industry. 1 This view was supported by the August conference 
on industrial relations, which stated that 

the employers have suggested that a satisfactory solution would be 
the introduction or extension of incentive payments, which would 
give a daily or weekly benefit to the worker from the results of his 
immediate higher production. 

Most trade unions have in the past been opposed to incentive 
payments, because of unfavourable experience with them. The 
Australasian Council of Trade Unions intimated to the confer¬ 
ence, however, that it was prepared to make a full and complete 
investigation into modem incentive payment systems in order 
to determine whether these systems would be of advantage to 
the worker and the community. 2 

Further support for the introduction of incentive payment 
systems in Australian industry was given by the judgment of 
the Commonwealth Arbitration Court on 8 September 1947, in 
connection with the granting of a forty-hour week. The 
judgment drew attention to the important fact that 

for the first time in the history of capitalism we have full employ¬ 
ment and what is more important, the promise that it. will be 
continued indefinitely. ... In the past the worker was kept at high 
pressure by the cudgel of unemployment or the carrot of incentives. 
He feared that he would ultimately work himself out of a job and 
into a condition wherein while he starved he was told there was 
over-production. Naturally, this spectre haunted him as his greatest 
fear and he resisted incentives and resented the threat. When the 
new doctrine is absorbed by employer and employee, when the 
employer realises he has lost his cudgel, and when the worker 
realises there is no need to fear unemployment, then we may be 
assured that well planned and safely guarded incentive systems 
will not only not be resisted but will be welcomed. Australian 
management will not be slow to realise these possibilities and 
Australian workmen not slow to respond. Some employers told us 
what our own experience has taught us, that, given incentive 
systems, Australian industry could take the forty hour step in its 
stride . 8 

It is significant, also, that incentive systems have received 
the approval of the Australian Labour Government. The 

1 Industry and Trade and The Employers' Monthly Review, February 
1947, p. 38. 

8 Cf. New South Wales Industrial Gazette, August 1947, pp. 178-179. 

* Cf. idem, September 1947, p. 633. 
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amendments 1 to the wage-pegging provisions of the National 
Security (Economic Organisation) Regulations, announced by 
the Federal Prime Minister on 8 October 1947, require that, 
except for special cases, the wage rates fixed by the various 
industrial authorities are to be maximum as well as .minimum 
rates. Variations in these rates are to be allowed only where 
employers are already paying employees a margin above the 
award rates, in cases of promotion, etc., or where they result 
from the operation of a bonus, piece work, or other system of 
payment by results, at present in force. New systems of this 
kind may be introduced, provided they have been approved by 
an industrial authority and provided they relate the rate of 
remuneration to the output or production of an employee or 
group of employees. 2 

To sum up, Australian wage policy during the war was 
directed towards facilitating the success of the economic 
stabilisation policy. Accordingly, measures intended to stabilise 
wages and prices were carried through with some success, 
although sometimes not without a certain degree of opposition 
from both workers and employers. Since the war, inflationary 
pressures, industrial unrest, the need for increased production 
and the existence of full employment have necessitated: (1) some 
relaxation of the wage-pegging provisions ; (2) the granting of 
wage increases; and (3) a significant change in traditional 
attitudes towards the establishment of maximum as well as 
minimum rates of wages by the wage-fixing authorities and 
towards the adoption of incentive systems. The latter have 
been approved by both employers and the Government, and the 
Australasian Council of Trade Unions has indicated its willing¬ 
ness to study them. 


Belgium 

Few data on the trends of wages and prices in Belgium are 
available for the period of the German occupation. It appears 
however that, while money wages rose to some extent prior to 
the liberation, the rise in prices was much more marked. An 
8 per cent, upward adjustment in wages was allowed by the 
occupation authorities in May 1941. Later, as real wages 
declined further with the rise in living costs, the authorities 
supplemented money wages to some extent by bonuses, allow- 

1 Statutory Buies, 1947, No. 145. 

* Press Release, 8 October 1947. 
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ances and allotments in kind of various types. It has been 
estimated that real wages at the end of the occupation in 1944 
were approximately 50 per cent, of their 1936-1938 level. 

In September 1944, the Belgian Government authorised a 
60 per cent, increase in basic wages over 1940 rates, and an 
additional upward adjustment of 20 per cent, was ordered in 
August 1945. Money wages continued to rise further, and by 
the end of 1946 they were apparently about three times as high 
as pre-war levels. A comparable rise from their pre-war level 
had also occurred in prices, however, so that real wages were 
still somewhat below their 1936-1938 average; the official 
indices suggest that real wages at the end of 1946 were only 
about 4 per cent, below pre-war figures, but labour spokesmen 
questioned the adequacy of the wage and price data used, and 
placed the deficiency in real wages at nearer to one-sixth or one- 
fifth. Both wages and prices gradually rose somewhat further 
in 1947, but a levelling out of the latter became apparent in the 
latter part of the year. 

Upon its return from exile in 1944, the Government’s basic 
polity was to redress the low level of real wages by prices 
decreases rather than by raising wage rates. In order to effect 
a lowering of the price level, reliance was placed upon the 
expansion of production, contraction of the large volume of 
credit and money outstanding, subsidies, and price ceilings. 
Little general price reduction was achieved during 1945 and 
early 1946, however, and wage increases had to be permitted. 
Government measures initiated in the spring of 1946 proved 
more successful in lowering prices during that year, but during 
1947 they again showed an upward tendency. 

Selective increases in wages have also been given in various 
cases, in addition to action taken which affected all workers. 
These special increases have had, for a part of their purpose, 
the raising of the earnings of the lowest paid workers and also 
the adjustment of geographical differentials. They have also 
been used to stimulate the flow of manpower to basic industries, 
such as coal mining, where shortages of workers were critical 
for the whole economy. 

An important adjunct of the programme for restoration of 
real wages after the liberation was the comprehensive expansion 
of social security benefits. This was initiated by a Legislative 
Order of 29 December 1944. 1 

1 Cf. International Labour Office : Legislative Series, 1944, Belg. 2. 
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An interesting feature of wage policy in Belgium is the role 
played by the National Labour Conference in its formulation. 
This Conference consists of representatives of both trade unions 
and employers. Proposals for wage changes are frequently the 
subject of joint discussions at the Conference, and the recom¬ 
mendations adopted by the Conference are often followed 
closely by the Government. This procedure has served to 
strengthen the carrying out of the post-war stabilisation pro¬ 
gramme of the Government. 

Canada 

Wage-price movements in Canada fall naturally into three 
periods: 1939-1941, 1941-1945 and 1945 to the present day. 
From 1939 to the end of November 1941, wages and prices 
responded more or less freely to market forces, with the excep¬ 
tion of the prices of a few essentials that where subject to con¬ 
trol. From December 1941 to the end of the war, both wage 
changes and price movements were limited by comprehensive 
controls. An Order in Council (P.C. 7440) stabilised all wage 
rates at the level of 24 November 1941. Adjustments were per¬ 
mitted by the War Labour Board only when it was shown that 
an employer’s scale of wage rates was low in relation to the 
prevailing rates for the same occupation and locality. The Board 
had the authority, however, to order an employer to pay a cost- 
of-living wage bonus, based on increases in the official cost-of- 
living index. A new Order (P.C. 9384) at the end of 1943, and 
subsequent amendments thereof, incorporated previous cost-of- 
living bonuses into the regular wage rates, and further increases 
were permitted only “to rectify a gross inequity or gross 
injustice ”. In January 1946, when price ceilings were 
suspended on many items, widespread wage increases were 
permitted. In June of the same year, wage controls were 
relaxed further, and in December the wartime wage regulations 
were scrapped altogether. 

The policy of stabilising the cost-of-living index was also 
introduced towards the end of 1941. This policy involved price 
ceilings supported by rationing, subsidies, steeply increased 
income-tax, and large-scale loam campaigns. 1 The system was 

1 Cf. Benjamin H. Higgins : Canada’s Financial System in War (New 
York, 1944); and The Canadian Journal of Economics and Political Science, 
February 1948, pp. 62-93, “ Canadian War-Time Fisoal Policy, 1939-45 ”. 
by R. Craig McIvor. 
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liquidated slowly in the first post-war year and more rapidly in 
the following year. By the middle of 1947, direct controls and 
subsidies had virtually disappeared. 

Hourly earnings in manufacturing rose more or less steadily 
throughout the whole period, with the exception of a few months 
in late 1945 and early 1946, when the contraction of war pro¬ 
duction resulted in a temporary decline in wage rates. Average 
weekly earnings reached their wartime peak in 1944, declined 
slightly in 1945 and considerably in 1946 as hours of work wefe 
reduced, but rose again in 1947 with rising wage rates. The 
cost-of-living index rose 15 points from 1939 to 1942, was more 
or less stable for the rest of the war period, rose somewhat in 
1946 as controls were relaxed, and rose sharply in 1947 as the 
remaining controls were terminated and the shortage of 
American dollars developed. 

As a result of this combination of wage, price and pamln gg 
movements, real weekly earnings rose over 31 per cent, from 
1939 to 1944, fell slightly in 1945 and substantially in 1946, and 


TABLE xn. CANADA : HOURS AND EARNINGS IN MANUFACTURING 
INDUSTRIES, AND INDICES OF COST OF LIVING AND REAL 
WAGES, 1939 -JUNE 1947 



Average 

Average 

Average 

Indices (1939 => 100) 

Date 

hourly 

earnings 

(dOilars) 

hours 
worked 
per week 

weekly 
earnings 1 
(dollars) 

Average 

weekly 

earnings 

Cost 

of living 

Real 

weekly 

earnings 

1939 

0.422 

47.2 

m 



■MU 


_ a 


■ 

_ a 

104.1 

_ a 

1941 

_ a 



_ a 


_ a 

1942 



27.99 i 

139.2 

115.3 


1943 


48.3 


147.7 

116.7 

126.0 

1944 


47.5 

30.94 1 

153.8 

117.1 

131.4 

1945 


43.3 


152.7 

117.7 

129.8 

1946 

1947 


42.0 

29.87 

148.5 

121.8 

122.0 

Mar. 1 

0.771 

43.4 

33.46 

166.4 

127.0 

131.1 

June 1 

0.798 

42.9 

34.23 

170.2 

132.9 

128.1 


Statistics of Average Hours Worked and Average Hourly Earnings , various <3 
Employment Situation , various dates ; and The Canada Yearbook , Ottawa, 1946. 


_ fJweighted average of male and female average weekly earnings 

for 1989, 1949, 1943 and 1944 ; and by taking an average of the 19-monthly figures of 
average weekly earnings for 1945 and 1946. * 


1 Data not available. 
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recovered in .1947 to approximately their 1945 level. Wages 
as a proportion of national income (at factor cost) fell from 
60 per cent, in 1939 to 57 per cent, in 1941, remained constant 
through 1945, fell slightly in 1946, and recovered to 60 per cent, 
in 1947. In the latter half of 1947 and early 1948, however, the 
cost of living once again rose faster than money wages, and it 
seems unlikely that the improvement of labour’s relative share 
will continue through 1948. 

These general movements were accompanied by a reduction 
of earning differentials between men and women and also as 
between the various provinces. Women’s earnings in manu¬ 
facturing rose from 61.3 per cent, of men’s earnings in 1939 
to 67.3 per cent, in 1944. In 1939, the Province of British 
Columbia had the highest average hourly earnings in manufac¬ 
turing ; earnings in Quebec were 74.7 per cent., in Nova Scotia 
70.5 per cent., and New Brunswick 69.1 per cent, of those in 
British Columbia. In June 1947, the rates in British Columbia 
were still highest, but the figures for the other provinces had 
risen to 76.5 per cent., 78.7 per cent., and 77.4 per cent., respec¬ 
tively. While there were some changes in the rank order of 
leading industries in terms of wage rates, there was little change 
during the period in the spread from lowest-paid to highest-paid 
occupations. 1 


Czechoslovakia 

The evolution of hourly wage rates in Czechoslovakia from 
1939 to 1947, both in terms of money and in real terms, is shown 
in table XU. In the first year of the German occupation, 
money wages rose by about one-third ; the increase reached 50 
per cent, by 1941. Thereafter, the German authorities made all 
wage increases subject to official approval, with the result that 
wage rates in general were frozen. Trade unions were not per¬ 
mitted to influence wage-fixing, but “ the Ministry of Economic 
Affairs and Labour could increase or decrease wages at will 
without being obliged to pay attention to the legislation in force. 
Attempts to entice workers away from their employment by 
offering higher rates of remuneration were strictly forbidden.” 2 

1 Cf. Monthly Labor Review, October 1947, pp. 428-429, “ Canada; Wage 
Trends and Wage Policies, 1939-1947 ”, by Joseph Mintzes. 

* International Labour Review, Vol. LII, Nos. 2-3, August-September 
1946, p. 164, “ Social Policy in Occupied Czechoslovakia, 1938-1944 ”, by 
Dr. G. W. Bruegel. 
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Prices were also frozen during this period, so that real wages 
remained more or less stable at much the same level as before 
the war. Though statistical data on the subject are lacking, it 
is probable that weekly earnings increased considerably more, 
as “ it could be said that in practice there was absolutely no 
limit on hours of work in Czechoslovakia ”. 1 In addition, the 


TABLE XIII. INDICES OP COST OP LIVING, MONEY WAGE BATES, 
AND BEAL WAGE BATES IN CZECHOSLOVAKIA, 1939-1947 
Indices, 1939 = 100 


Date 

Cost of living indices 

Indices of 
money wage 
rates 1 

Indices of real wage rates 

Prague 

Whole country 

Whole country 

based on 
Prague cost-of- 
living index 

based on cost- 
of-living index 
for whole 
country 

1939 III 

100 

100 

100 

100 

100 

1940 

128 

— 

133 

(104) 

— 

1941 

149 

— 

162 

(102) 


1942 

162 

— 

163 

(103) 

— 

1943 

160 

— 

165 

(102) • 

— 

1944 

161 

— 

165 

(107) 

— 

1945 

170 

— 

182 

(99) 

— 

1946 

309 

325 

304 

(98) 

94 

1947 

295 

307 

315 

(107) 

103 

1946 III 

311 

_ 

302 

(97) 

_ 

VI 

309 

— 

303 

(98) 

— 

IX 

306 

— 

303 

(99) 

— 

XII 

309 

324 

309 

(100) 

95 

1947 III 

313 

326 

309 

(99) 

95 

VI 

296 

308 

315 

(106) 

102 

IX 

285 

296 

317 

(111) 

107 

XII 

289 

297 

317 

(HO) 

107 


Source: Central Statistical Office, Prague: Renseigntmenle statistiquee (monthly). 
1 In mining, manufacturing, industry and construction. 


principle of payment by results was extended. But if earnings 
increased, this was accompanied by forced labour, a great 
extension in hours worked, loss of freedom of association, and 
the loss of various social insurance rights and reserve funds. 

Wages, moreover, showed wide variations among industries. 
Some of the regulations issued during the German occupation 
fixed rates which were so low that they could be considered 1 
starvation wages. 


1 International Labour Review, Vol. LII, Nos. 2-3, August-September 
1946, p. 167, op, cit. 
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After the liberation, the first step, before general planning 
for the economy was started, was to eliminate the most striking 
injustices of the wage system. At. this stage, as part of the 
programme announced by the Czechoslovak Government, the 
principle of equal remuneration for men and women was 
introduced. Wage rates in each branch of production were then 
separately examined, and increases were granted to take account 
of the rise in prices and the devaluation of the currency. These 
increases were made in such a way as to reduce differences 
between the highest and the lowest rates. The result was a 
considerable narrowing of wage differentials and levelling of 
workers’ incomes as compared with 1939. 

At the end of 1945, measures were taken to reform the 
currency, to withdraw excessive purchasing power, and to 
control wages and prices. As a result of these measures, the 
levels both of wage rates and of the cost of living steadied at 
approximately three times the height of those obtaining in 
March 1939. From early 1946 onwards, not only was the 
increase in cost of living arrested, but it proved possible to bring 
about a slight decrease. As output improved, the index of 
money wage rates rose slightly, so that by December 1947 real 
wage rates were from 7 to 10 per cent, above those of 1939. 
Moreover, as a result of the great extension of piece rates and 
bonus schemes, earnings per hour rose more than wage rates. 
It has been estimated that by May 1947 average hourly real 
earnings had reached a point some 29 per cent, above the level 
of 1939. 

Once a preliminary adjustment of wage rates had been 
effected, the Czechoslovak Government was able to give atten¬ 
tion to systematic planning in the field of wages. The Minister 
of Social Welfare stated in November 1947 that the Government 
had adhered very strictly to the principle of wage stabilisation, 
had tried to equalise the wage level smoothly and to mitigate 
unjustified discrepancies both within and between various 
branches; its next task was gradually to introduce payment 
by results and special bonuses. A Notification 1 of the Minister 
of Social Welfare issued in May 1947 dealt with the compulsory 
introduction of piece rates as part of an incentive wage policy. 
In addition, bonuses of various types were granted, particularly 
where these included bonuses for high performance and for 
greater economy in the working process (saving of time or of 


‘ No. 522/47. 
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raw materials, lowering the cost of production, or improvement 
of the quality of goods produced). The Notification laid down 
general principles for the preparation of such bonus schemes. 
The schemes were to be examined by a commission for piece 
rates and bonus schemes, on which the Trades Union Council, 
the Institute for Labour Standards and the industrial federation 
concerned are represented, and were then to be submitted to 
the Minister of Social Welfare for approval. 

The process of introducing piece rates and other systems of 
payment by results is, however, slow and difficult. The Minister 
of Industry, addressing the Constituent National Assembly on 
23 October 1947, pointed out that Czechoslovak industry was 
suffering from the fact that piece rates were being too slowly 
substituted for time rates and that, in many cases, piece rates 
were being fixed only by trial and error. In view of the 
shortage of manpower, he added, it was necessary to ensure 
that appropriate relationships between wages and salaries, 
justified from the point of view of national economy, were pre¬ 
served. 1 

A Notification of the Ministry of Social Welfare was also 
issued concerning wages and working conditions in agriculture. 
The wage levels of agricultural and forestry workers are being 
gradually adjusted to those in industry. 3 In an endeavour to 
improve the relation between real income in industry and 
agriculture and also to induce workers on farms to remain there, 
agricultural wages were increased to roughly six times their 
previous rates. In addition, differential wages for various kinds 
of farm work were established, and farmers and agricultural 
workers were included in the scope of all Government social 
schemes. 3 

The problem of attracting labour to undermanned industries 
continued to be a source of difficulty. Apart from the 
readjustment of wage rates referred to above, the methods 
advocated included the provision of advantageous conditions for 
workers in such industries in proposed social insurance schemes; 
priorities for them in supplies of textiles, coal, footwear and 
other daily necessities; preference in the allotment of new 


1 Hospodar, 30 October 1947. 

* Statement of the Minister of Social Welfare, 6 November 1947. 

* Economic Review of Food and Agriculture, Vol. 1, No. 1, January 1948, 
29, “ Reconstruction in Czechoslovakia ”, by 0 . Bielogurskas and 
L. Gliokman. 
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housing; and hostels for trainees. At the same time, strict 
measures were taken against the payment of wages in excess 
of approved rates, or so-called “ black wages ”, especially where 
they affected prices. 


Fbanoe 

Wartime Trends 

Prices in France rose sharply during the war. Wholesale 
prices in the third quarter of 1945 were four times the 1938 
average, and the cost of living in Paris was more than four times 
as high as the 1938 level. 1 Money wage rates lagged behind 
prices, so that real wage rates fell. In October 1945, money 
wage rates of skilled workers were 380 per cent, of the October 
1938 level and those of unskilled workers were 369 per cent. 
Real wage rates of workers in general were consequently only 
81 per cent, of the October 1938 level. 2 Moreover, the index 
of real wage rates, calculated on the basis of actual money wages 
and official cost-of-living indexes, greatly underestimates the 
decline which actually occurred. Many commodities were not 
available at the official prices, and had to be bought on the black 
market at very much higher prices. 3 

As in other countries, the war brought an increase in work¬ 
ing hours, and consequently earnings increased proportionately 
more than wage rates. Even earnings failed to keep pace, 
however, with the rise in prices. In October 1945, the average 
monthly earnings of male labourers with two children, including 
family allowances and overtime, were 391 per cent, of the 
October 1938 level in Paris, and 505 per cent, of the October 
1938 level in the provinces; retail prices at the same time were 
460 per cent, above October 1938 in Paris, and 515 per cent, 
above in the provinces. 4 

It is interesting to note the growing importance of family 
allowances in the incomes of French workers. In the period 

1 Bulletin de la statistique gdnSrale de la France, Etudes et conjoncture , 
Feb.-March 1940, p. 70. Cf. United Nations, Department op Economic 
Affairs : Survey of Current Inflationary and Deflationary Tendencies (Lake 
Success, September 1947), p. 38. 

1 United Nations, Department of Economic Affaibs : Survey of 
Current Inflationary and Deflationary Tendencies , p. 43. 

8 Ibid ., p. 35. 

4 Monthly Labor Review, August 1947, p. 150, “ France: Wage Trends 
and Wage Policies, 1938-1947 ”, by Helen I. Cowan. 
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from September 1944 to 31 July 1945, the family allowance for 
a father of four children working in the Seine Department was 
3,037.5 francs per month, as compared to a basic monthly wage 
of 2,250 francs. In addition, some workers benefited by canteen 
services and housing made available by employers. 1 

In one respect, the effect of the war on wage rates in France 
was the same as in a number of other countries : the differentials 
between wages of men and women, and those between wages 
for skilled and unskilled workers, were narrowed. There was 
also a reduction in the gap between wage rates in Paris and in 
the provinces. In October 1938, hourly wage rates in ten pre¬ 
dominantly male occupations were nearly twice those of females 
in seven predominantly female occupations; eight years later 
they were only 17 per cent, higher. Between October 1938 and 
October 1946, the average increase in wages for ten highly paid 
occupations was 5.7 times, compared with an increase of 
6.3 times for ten low paid occupations. Before the war, hourly 
wage rates in Paris were at least 50 per cent, above those of the 
lowest wage areas, while in the latter part of 1946 the difference 
was only 25 per cent. 1 

The decline in real wage rates and real earnings in France 
during the war reflects the relatively greater success achieved 
in stabilising wages than in stabilising prices. When war began, 
wages were fixed by collective bargaining, within a framework 
prescribed by Acts of 25 March 1919 and 24 June 1936. The 
latter Act required the establishment by collective agreement 
of minimum wage rates for each occupation and region. Within 
a few days of the outbreak of war, however, wage rates were 
frozen by Government Decree at the levels prevailing on 
1 December 1938. Subsequent Decrees authorised revision of 
wage rates by the Minister of Labour, on the advice of a tech¬ 
nical commission composed of Government officials and repre¬ 
sentatives of employers and of workers. The Vichy Govern¬ 
ment maintained these controls, but eliminated the technical 
commission, leaving the regulation of wage rates in the hands 
of the Minister of Labour. Rising prices led to three genera), 
wage increases up to June 1943. Employers sometimes sup¬ 
plemented the legal rates by bonuses, or by supplying meals or 
housing, so that actual wages rose somewhat more than the 
legal maximum. According to official indexes, in April 1944 
wage rates for unskilled labourers, had risen 43 per cent, above 

1 Cf. Bulletin de la Staiistique gtnSrale de la France, April 1947. 
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the 1938 level in Paris and 68 per cent, in the provinces. By 
this time, retail prices had already doubled, and black market 
prices, of course, had risen even more. 

In March 1944, the provisional Government in Algiers 
adopted a resolution requiring immediate increases in wage 
rates, supplemented by increases in family allowances. After 
the fall of the Vichy Government, these higher wage increases 
became effective. 


Post-War Developments 

Inflation continued at an accelerated pace in France after 
the war, both prices and wage rates rising faster than during 
the war itself. Between October 1945 and October 1947, the 
retail price index of thirty-four commodities in Paris rose 
276 per cent.; during the same period, the index of hourly wage 
rates of skilled male workers in Paris rose 161 per cent. 1 Thus, 
post-war efforts to improve labour’s position, and to increase 
the workers’ share of national income, by a series of Decrees 
raising wage rates throughout 1945 and 1946, were more than 
offset by rising prices. During 1946, the stated policy of the 
Government was stabilisation of both wages and prices, in hopes 
of breaking the upward wage-price spiral. Production bonuses 
for workers were resorted to, in an effort to tie increases in 
money earnings to increases in labour output. However, the 
upward wage-price spiral continued. 

On 1 August 1947, a joint statement was issued in Paris by 
the General Confederation of Labour (C.G.T.) and the National 
Confederation of French Employers (C.N.P.F.), fixing a new 
wage scale, retroactive to 1 July 1947. The new scale provided 
for an all-round increase of 11 per cent, over previous wage 
rates. 2 The joint statement declared that workers and employ¬ 
ers were in favour of bringing family allowance payments into 
line with the new wage rates, and emphasised the necessity of 
detailed agreement on the best working methods for increasing 
output and productivity without endangering the health of 
workers. The statement also announced that a Central Price 
Committee would study the question of production bonuses for 
workers. 

1 Calculated from data appearing in various issues of Bulletin de la 
Statistique gMraie de la France. 

* Cf. International Labour Review, Vol. LVI, No. 4, October 1947, pp. 
473-475. 
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The upward spiral of wages and prices continued throughout 
the latter part of 1947, and on 1 January 1948, the Prime 
Minister, Mr. Schuman, announced a new 24 per cent, increase 
in basic wages ; at the same time, he warned the workers that 
there would be no further wage increases in 1948. The wage 
increase was retroactive to 1 December 1947, and was accom¬ 
panied by an increase in industrial prices to a level 11 times 
higher than that of 1938. The latter action brought industrial 
and agricultural prices closer together. The Government 
announced that it does not intend to authorise further price 
increases, and that it intends to continue its policy, initiated 
in October 1947, of abandoning subsidies and of freeing an 
increasing number of products from control. 

Some of the conclusions suggested by French experience 
during this period have been summarised as follows in an official 
survey: 

The inadequacy of a wage policy which is not part of an 
integrated economic and financial policy must be emphasised. The 
problem of remuneration of wage-earners cannot be satisfactorily 
solved in a period of marked price increases. Experience has 
demonstrated the futility of expecting to solve the problem by a 
series of alternating — or simultaneous — Increases in wages and 
prices ; nevertheless, no restraint should be placed on the main¬ 
tenance of prices through a wage ceiling in an economy otherwise 
relieved from controls. Quite apart from the fact that such a 
measure would be extremely unjust, it is ineffective so long as 
the increase or maintenance of excessive incomes accruing to the 
benefit of certain categories of producers or distributors as a result 
of the increase in prices is not avoided. The control of wages must 
be integrated into a general economic policy which ensures normal 
supply, at an accessible level of prices, given the state of production. 
The control of wages should also be accompanied by an adequate 
effort to ensure a minimum of equality in the distribution of the 
burdens and benefits of the community between the different 
categories of recipients . 1 


India 

Earnings have increased considerably in India as a result 
of the war and post-war expansion in industrial activity. The 
average annual earnings of employees in the provinces of India, 
in receipt of a wage or salary of less than 200 rupees a month 
and employed in factories submitting returns, increased from 

1 RApublique Franoaise, Ministers des Finances : Inventaire de la 
situation financi&re (1913-1946) etabli mr let instructions de M. Robert 
Schuman, Minietre des Finances (Paris, 1947), p. 216. 
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287.5 rupees in 1939 to 595.8 rupees in 1945, or by 107 per cent. 1 
The increases in earnings, however, showed great variation 
among both provinces and industries. The increase in 1945 over 
1939 varied from 29.6 per cent, in Bihar (from 415.5 to 538.7 
rupees a year) to 157.8 per cent, in Orissa (from 161.8 to 
417.2 rupees a year). In Bombay the increase was 120 per cent, 
(from 370.4 to 814.7 rupees a year). Average earnings in ten 
industry groups are set out in table XIV below. 

Owing to the shortage of goods available for civilian con¬ 
sumption and the wartime increase in consumers’ money 
incomes, the cost of living rose rapidly in the early stages of 
the war, particularly from 1940 to 1943. During this period the 
Bombay working-class index virtually doubled. During the 
period 1943-1946, the rapid increase was halted and price move¬ 
ments became irregular, a slight fall early in 1944 being followed 
by a slight rise. By March 1946, the index for Bombay had risen, 
to 233 compared to 1937, or by 7 per cent, over the average 
for 1943. “This comparative stability of the price level was 
achieved mainly by the vigorous action taken by the Govern¬ 
ment to augment civilian supplies of food and cotton cloth, to 
absorb surplus consumer purchasing power, and, finally, to 
improve the machinery for the control and rationing of essential 
consumers’ goods. ” 2 In 1947, a further increase took place, 
followed by a slight fall, bringing the index to 256 in January 
1948. The increases in other parts of the country have as a rule 
been larger than in Bombay; for instance, the cost-of-living 
index for Cawnpore reached 420 in October 1947 as compared 
with 100 in August 1939. 3 

Though no precise figures are available, the data presented 
above show that the increase in earnings in India did not keep 
pace with the rise in the cost of living. Accordingly, the real 
earnings of Indian factory workers seem to have fallen to a 
substantial extent. It should be borne in mind that the earnings 
shown in table XIV include in most cases cost-of-living bonuses 
which were granted in various industries, such as textiles, mines, 
railways, as well as to the lower-paid employees of central and 
provincial State Governments. These bonuses, however, vary 
from industry to industry and from region to region. For 

1 Indian Labour Gazette, Vol. V, No. 3, Sept. 1947, pp. 161-103. 

* Preparatory Asian Regional Conference of the International Labour 
Organisation, New Delhi, 1947 : The Economic Background of Social Policy 
including Problems of Industrialisation (New Delhi, I.L.O., 1947), p. 121. 

* Indian Labour Gazette, Vol. V, No. 6, Nov. 1947, p. 332. 
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TABLE XIV. AVERAGE ANNUAL EAENINGS OP EMPLOYEES IN FACTORIES 
IN INDIA BY INDUSTRY, 1939-1945 


Amounts in rupees; index numbers in parentheses 


Industry 

1939 

1940 

1941 

1943 

1944 

1945 

Textiles. 


RSI 


671.5 

(194.7) 

633.6 

(215.9) 

613.7 

(208.9) 

Engineering. 


U 

371.6 

(141.0) 


589.8 

(223.8) 

653.1 

(247.9) 

Minerals and metals . 


491.5 

(107.5) 

476.1 

(104.1) 

mm 

573.5 

(125.4) 

601.9 

(131.6) 

Chemicals and dyes . 


229.6 

(93.8) 

238.1 

(97.3) 

398.0 

(162.6) 

484.6 

(198.0) 

445.2 

(181.8) 

Paper and printing . 



324.8 

(97.6) 

414.0 

(124.4) 

474.1 

(142.5) 

568.8 

(170.1) 

Wood, stone and glass 

194.2 

(100.0) 

175.3 

(90.4) 

199.1 

(102.6) 

303.1 

(156.2) 

368.4 

(189.9) 

413.6 

(213.2) 

Skins and hides . . . 

286.8 

(100.0) 

327.1 

(114.5) 

357.9 

(125.2) 

411.0 

(143.8) 


636.7 

(186.8) 

Ordinanoe factories. . 


408.5 

(112.9) 

429.4 

(118.7) 

627.4 

(145.7) 

546.8 

(151.1) 

642.8 

(177.6) 

Mints. 


462.7 

(125.9) 

491.2 

(133.7) 

574.4 

(156.3) 

695.2 

(189.2) 

667.0 

(181.6) 

Miscellaneous .... 

|||q| 

261.0 

(92.8) 

261.2 

(92.9) 

■ 


503.2 

(178.9) 

All industries .... 

287.6 

(100.0) 

307.7 

(107.0) 

324.5 

(112.9) 

525.0 

(182.6) 

586.5 

(204.0) 

595.8 

(207.2) 


Source: Indian Labour Gazette , Vol. V, No. 3, Sept. 1947, p. 162. 


example, the average monthly cost-of-living bonus to cotton 
mill workers for the period of January 1940 to March 1943 
amounted to 24 per cent, of average earnings in Bombay and 
26 per cent, of those in Ahmedabad. These bonuses were 
probably larger than those paid in other industrial centres. 1 

1 Indian Textile Journal, Vol. LIII, No. 632, May 1943, p. 236. For a 
general review of the position up to 1944, see International Labour Review, 
Vol. L, No. 6, Dee. 1844, pp. 736.760, “ Wartime Inflation in India and its 
Social Repercussions." 
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Italy 

A dominant factor in the Italian wage situation has been the 
great rise in the cost of living from 1939 to 1947. Reliable 
data on the extent of this rise are difficult to obtain. 1 An 
average of three indices, however, shows that the cost of living 
in May 1947 was about fifty times what it was in 1938. Most 
of this rise took place after-1943, in which year the cost of living 
was 4 1 /2 times that of 1938. By the end of 1944,1945 end 1946, 
it was 12, 25 and 39 times that of 1938 respectively. 2 The rise 
continued to September 1947, when the official cost-of-living 
index number compiled by the Central Statistical Institute 
reached a peak of 5,331 (1938 = 100 ; May 1947 = 4,370) ; 
a gradual decline then set in, and by February 1948 this index 
had fallen to 4,791. 

Considerable increases took place also in money wages during 
the period, but they were not large enough to compensate for the 
great increase in the cost of living. By May 1947, according 
to a survey by Professor Tagliacorne, 

the wages of an unskilled labourer, instead of the 50-fold increase 
required to keep pace with the increase in the cost of living, had 
increased only 36 times ; the wages of a skilled workman increased 
26 times, the salary of a second class employee 19 times, of a 
first class technical employee 13 times, and of an executive 12 times... 
Retil wages have decreased, compared with 1938, 24 per cent, for 
unskilled labour, 46 per cent, for skilled, 60 per cent, for second 
olass employees, 70 per cent, for first class technical employees, and 
72 per cent, for executives . . . The above-mentioned trend in wages 
paid by private firms is even more marked for State and public 
service employees. In 1938, the salary of a university professor 
was six times that of a porter at the university ; today it is only 
twice as high. A department head of the Bank of Italy in 1938 
enjoyed a salary about eight times that of the janitor ; by the end of 
1946 it was only one-and-a-half times as much. 3 


Wage Policy 

The system of wage-fixing in force before the war was con¬ 
tinued until 1944. Under this system, minimum wage rates were 


1 Cf. United Nations Relief and Rehabilitation Administration, 
Italian Mission : Survey of Italy's Eoonomy (Rome, June 1947), pp. 361-362. 

* Cf. Banca Nationals del Lavoro Quarterly Review, July 1947, p. 76. 
“ Cost of Living, Salaries, Consumption and the Situation of the Italian 
Middle Classes , by Guglielmo Tagliacorne. 

* Ibid., pp. 79-80. 


12 
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fixed for all workers except domestic servants by national 
agreements concluded between representatives of the fascist 
employers’ and workers’ organisations. By a Legislative Decree 
of 23 November 1944, the fascist organisations were abolished 
and free collective bargaining between new organisations of 
employers and workers was introduced. Minimum wage rates 
were fixed at the national level, with necessary variations 
according to occupational groups and by regions. In contrast 
to the pre-war system, the Italian Government does not attempt 
to maintain any direct control over wages. 

Wages were frozen in 1940, but as a result of the rise in 
the cost of living, it became necessary, during the succeeding 
years, to grant a number of bonuses and allowances. After the 
Allied landing in Italy, wage rates were increased because of the 
rising inflation. The increases varied from area to area, 
industry to industry, and firm to firm. Continued inflation 
necessitated further relief to the workers, which was given in 
the form of various bonuses and allowances, among which were 
a cost-of-bread allowance, emergency bonus, Christmas bonus, 
Easter bonus, liberation bonus and advances on future increases 
in wages. By October 1945, the wage structure had become so 
complex that an attempt was made to introduce a more rational 
policy, which provided that future wage increases were to be 
made proportionate to changes in the cost of living. An “ inter- 
confederal ” agreement brought about a general wage increase 
in December 1945, and an “ equalisation ” agreement in June 
1946 ended the sizeable wage differentials which had existed 
between northern Italy and the south-central region. In 1946, 
however, the Government decided to apply the sliding scale to 
the “ emergency bonus ” only. 

In May 1946, social insurance contributions were made 
payable only by the employer and not by the worker; this 
represented an indirect but nevertheless real increase in wages. 
Various other bonuses and grants were also increased and, in 
some circumstances, factory canteens were organised. In 
addition, a special Republic bonus was introduced. On 27 Octo¬ 
ber 1946 the General Confederation of Italian Industry, and the 
General Confederation of Labour, in spite of strong Government 
protests, agreed upon a general increase of 35 per cent, in basic 
wages, to which not more than 15 per cent, might be added by 
future negotiations. They also agreed to raise the basic figure 
upon which the cost-of-living allowances were calculated by 



WAGES AND THE PBIOE LEVEL 


173 


about 55 per cent, and to refrain from further wage increases 
for a period of six months, ending on 27 April 1947. At the end 
of May 1947, it was reported that a further wage truce had been 
signed to run from 1 June 1947 for another six months. 1 

The methods adopted in Italy for adjusting workers’ remu¬ 
neration to the large increases in the cost of living have meant 
that a worker’s take-home pay bears little relation to the con¬ 
tract wage rates negotiated by the employers’ and workers’ 
organisations. For example, the money wages of a dishwasher 
in a Rome hotel for the month of April 1946 were made up as 
follows : 


(a) basic or contract wage. 540 lire 

(b) advances on future wage increase . 2,000 „ 

(c) share of percentage for service . . 1,114 „ 

(d) attendance bonus. 364 „ 

(e) emergency bonus.2,100 „ 

(f) cost of living bonus. 520 „ 

(g) family allowance (wife and 2 children) 960 „ 


Total wages in the month .... 7,598 lire 2 


After May 1946, the worker in question was also released 
from payment of social insurance contributions, as noted above. 
Before the war, the contract or basic wage in Italy amounted to 
about 90 per cent, of an average worker’s take-home pay. By 
the end of 1946, in contrast only about 40 per cent., on the aver¬ 
age, came from the basic wage, the remainder being composed 
of various bonuses and allowances. Moreover, pre-war wage 
differentials between different categories of workers have 
narrowed markedly. For example, the average margin for skill 
before the war was about 40 to 45 per cent, above the unskilled 
workers’ wage ; the difference now is only about 5 to 10 per 
cent. 3 Some of the difficulties involved in the adjustment of 
wages to cost-of-living increases of the magnitude experienced 
in recent years were indicated in a letter addressed to the Pre¬ 
sident of the Council of Ministers in 1947 by the President of the 
General Confederation of Italian Industry who stated, inter alia, 
that 

the mechanism of the sliding scale leads to serious social disparities, 
besides having a marked influence on prices, a matter of special 
significance in a period of inflation. The sliding scale should 

1 Cf. United States Bureau of Labor Statistics: Labor' Abroad, 
No. 2, June 1947, pp. 16-17, and United Nations Relief and Rehabili¬ 
tation Administration : op. eit„ pp. 360-361. 

* United Nations Relief and Rehabilitation Administration : 
op. cit., p. 361. 

* Cf. Labor Abroad, No. 2, June 1947, pp. 16-17. 
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therefore only be considered as a temporary device for meeting 
special contingencies ; were it to be applied over a long period of 
time it would lead to dangerous results. This makes it imperative 
to re-examine the whole matter and to return to more normal 
systems of remuneration. 1 

The fundamental difficulty underlying this situation has been 
the severe decline which has taken place in the national real 
income—a decline of some 32 per cent, between 1938 and 1946. 2 
To ensure even a bare minimum standard of living to the lowest 
paid workers it was necessary to impose greater proportionate 
reductions on the higher-paid—a policy which reduced margins 
for skill and worked to the relative advantage, at any rate for 
the time being, of industries employing the largest proportions 
of skilled workers. The consequent decline in the real remu¬ 
neration of skilled workers and of administrative and technical 
personnel may, it has been suggested 3 , have affected the incen¬ 
tives to enter these occupations and may encourage the 
emigration of key workers needed for reconstruction. At the 
same time the highly complex system of special allowances and 
adjustments which has been evolved in the process of adapting 
wage rates to the steeply rising cost of living has made more 
tenuous the relation between work and wages and has added 
to the problems of industrial administration. 


Mexico 

Minimum wages are fixed every other year in Mexico by 
regional conciliation and arbitration boards, after special local 
wages committees on which employers and workers are repre¬ 
sented have examined the position and made recommendations 
for the localities concerned. The law provides for the possibility 
of these scales being revised within the two-year period, on 
application by one of the parties concerned. 

1 Italian Economic Survey, Novemher-December 1947, p. 12. Cf. Review 
of the Economic Conditions in Italy (Banco di Roma), November 1947, 
pp. 359-363, “ Application of the Sliding Scale System to Workers’ Wages.” 

* Cf. United Nations, Department of Economic Affairs : Survey of 
Current Inflationary and Deflationary Tendencies (New York, September 
1947), pp. 45-47. Tms decrease in the national real income is a reflection of 
the decrease in industrial production, which in 1946 was only about half that 
of 1938, and of increasing unemployment, which in 1947 was estimated to be 
about two-and-a-half million. A further difficulty is the increasing infla¬ 
tionary pressure generated by continued large budget deficits. 

* United Nations, Relief and Rehabilitation Administration : 
op. cit., p. 364. 
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The period from 1939 to 1946 in Mexico was characterised 
by a considerable increase in the number of persons at work in 
industry, the index of employment increasing by about 25 per 
cent, during the period. The index of average money earnings 
rose from 100 in 1939 to 228 in 1946. 1 Owing to the sharp 
increase in the cost of living, however, average real earnings in 
manufacturing were nearly 15 per cent, lower in 1946 than 
in 1939. Total payrolls increased in about the same proportion 
as the cost of living, but the sums involved were spread over 
a greater number of workers than before the war. 

Prices in 1947 remained above the average for 1946, but 
were relatively stable throughout the year. A campaign to 
reduce them was undertaken. As it was considered that an 
increase in wages would only lead to a further increase in the 
cost of living, most of the conciliation and arbitration boards 
decided to maintain the same minimum wage rates for 1948 
and 1949 as were in force during 1946 and 1947. 2 

United Kingdom 

During the first two years of war, the cost-of-living index 
rose somewhat more than wage rates in the United Kingdom, 
and real wage rates accordingly fell slightly (table XV). From 
the end of 1941 until the end of the war, however, the policy 
of stabilising the cost of living by price ceilings, rationing, pro¬ 
duction controls, subsidies, and high taxes proved strikingly 
effective. Meanwhile, money rates continued their slow rise. 
As a result, real wage rates measured in terms of the cost-of- 
living index were some 16 per cent, higher at the end of the war 
than at its beginning. The working class cost-of-living index 
was abandoned in the middle of 1947, in favour of an index of 
retail prices, pending development of an improved cost-of-living 
index. Even allowing for possible understatement of the rise 
in living costs by the wartime index, however, it would seem 
unlikely that real wage rates were much, if at all, lower in 1945 
than in 1939. 

Both the basic working week and overtime increased in the 
United Kingdom during the war, and earnings consequently rose 
more than wage rates. Weekly wage rates in 1945 were about 
50 per cent, higher than in September 1939, and weekly earnings 

1 Revista de Eeonomia, Vol. X, Ntim. 10, 31 October 1947, p. 12. 

* Communication from the I.L.O. Correspondent in Mexioo, January 
1948. 
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about 75 per cent, higher. The share of wages in national 
income before taxes was the same in 1945 as in 1938, (37 per 
cent.) but their share in national income net of income taxes 
rose from 39 per cent, to 44 per cent. Since real consumer 
expenditures for the whole country were some 7.5 per cent, 
lower in 1945 than in 1939, it is possible that the standard of 
living of British wage-earners was at much the same level in 
1945 as in 1939; that of the rest of the community, however, 
and particularly that of salary earners, was distinctly lower. 
Wage differentials in the United Kingdom also showed a ten¬ 
dency to narrow during the war. Unskilled workers gained both 
in wage rates and in earnings as compared with skilled workers, 
those in agriculture as compared with those in industry, and 
women as compared with men. 1 

The British worker seems to have maintained his relative 
position in the two-and-a-half years following the cessation of 
hostilities. The official cost-of-living index remained stable up 
to July 1947, and the retail price index showed a rise of only 
four points between July and December 1947. Money wage 
rates rose substantially during 1946 and 1947, and even real 
wage rates continued to rise. Earnings fell somewhat with the 
shortening of hours, but the share of wages in national income 
before taxes was slightly higher in 1946 than in 1945, and after 
taxes was the same as in the previous year ; the share of interest, 
profit and rent was lower, both before and after taxes. Since 
total real consumption 2 was substantially higher in 1946 than 
in 1945 and slightly higher than in 1939, it seems likely that 
wage-earners as a group enjoyed a somewhat higher standard 
of living in 1946 than in 1939, while other groups of income- 
earners suffered a net decline in their standard of living. 

The relative success of the British worker since the war in 
maintaining wartime gains has not been primarily the result of 
an increase in money wage rates. The main explanation lies, 
rather, in the success of the United Kingdom in stemming the 
tide of post-war inflation. This, in turn, was the result of a 
relatively slow rate of abandonment of wartime anti-inflation 
measures. Taxes have been kept relatively high, investment 
has been subject to considerable control, and price ceilings, 

1 Cf. A. L. Bowley : Wages, Earnings and Hours of Work, 1014-1947, 
United Kingdom (London and Cambridge. Economic Service, Memorandum 

* That in, aggregate consumer spending in terms ot 1938 prices. 
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TABLE XV. INDICES OP WAGES, COST OF LIVING, AND 
EABNINGB IN THE UNITED KINGDOM, 1937-1947 


Year 

Index 
of weekly 
money wage 
rates 1 

Index 
of working 
class cost 
of living 

Index 

of real wage 
rates 

Index 
of weekly 
earnings • 

1937 = 100 

1937 = 100 

1937 = 100 

X-1938 - 100 

1937 . 

100 

100 

100 


1938 . 

103 

101 

101 

100 

1939 . 

104 

103 

101 

. 

1940 . 

• 115 

119 

97 

130 

1941. 

126 

129 

97 

142 

1942 . 

135 

130 

104 

160 

1943 . 

141 

129 

109 

176 

1944 . 

148 

130 

113 

182 

1945 . 

155 

132 

117 

180 

1946 . 

167 

132 

126 

190 

1947: Mar. . . . 

171 

132 

129 

194 4 

June . . . 

172 

132 

131 


Sept. . . . 

175 

2 

* 


Dec. . . . 

179 


. 

• 


Source: United Kingdom Central Statistical Office : Monthly Digest of Sta¬ 
tistics; and The Ministry of Labour Gazette. 

1 The index covers a very wide range of industries. 

1 The cost-of-living index was superseded in July 1947 by an interim index of retail 
prices with base 17 June 1947 = 100. The latter index had risen to 104 in December 1947. 
* Annual figures, July ; except 1938 and 1946 : Oct. 

4 April. 


rationing, and production controls have been maintained to an 
important degree. In face of the fuel crisis of early 1947, the 
heavy overseas commitments, the decline in income from foreign 
investments, the exhaustion of the American and Canadian loans, 
the growing competition in export markets, the rapidly rising 
prices of imports, and other factors, the British post-war policy 
for control of inflation has not proved to be entirely adequate. 
It has, however, been more successful than in most countries. 

Wage Policy 

During the war itself, it was hoped that control of the cost 
of living would remove most of the pressure for wage increases, 
and wage determination was left almost entirely to the normal 
channels of collective bargaining. In July 1940, a National 
Arbitration Tribunal was added to the easting machinery for 
the settlement of industrial disputes. This Tribunal handled 
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cases that could not be disposed of otherwise and which were 
referred to it by the Minister of Labour and National Service. 
In a command paper on price stabilisation and industrial policy 
issued in July 1941, the Government pointed out that “ increases 
of wage rates will defeat their own object, unless such increases 
are regulated in a manner that makes it possible to keep prices 
and inflationary tendencies under control ” ; no legal wage ceil¬ 
ings of any kind, however, were introduced. 

Since the end of the war, the United Kingdom has faced not 
only the danger of a general wage-price spiral, but also the 
problem of attracting an adequate supply of labour back into 
key industries, particularly coal mining. This combination of cir¬ 
cumstances, together with the critical nature of Britain's general 
economic and financial situation, has led to increasing pressure 
for the adoption of a more active labour policy, which might 
include wage ceilings and some measure of compulsion in the 
allocation of labour. Such policies have been resolutely opposed 
by the Trades Union Congress. These two issues—wage ceilings 
and compulsory allocation of labour—constitute the kernel of 
the post-war wage controversy in the United Kingdom. 

Early in 1947, the Government issued an official statement 
on wage-price policy, stressing the necessity of increased pro¬ 
duction as a basis for further wage increases. It stated that: 

Until the output of British industry is considerably increased 
there is bound to be some fear of our ability to maintain the stability 
of prices and the orderliness within our industrial system which 
have characterised Great Britain throughout all the difficulties of 
the war and the transition from war to peace .... 

How is this increase of production to be obtained ? By ensuring 
that those industries which provide essential supplies are fully 
manned up ; by maintaining full employment so that we can make 
use of all the manpower we can muster ; and while costs and prices 
are held steady, by raising the level of output per head without 
prejudice to earnings. 

A similar point of view was reiterated in the Economic 
Survey for 1947, published in February of that year : 

Balanced national production requires a big increase in the 
labour force of some industries and limitation of the expansion of 
others. The need for more miners dominates the whole scene. Our 
food position depends upon more workers in agriculture. The 
housing programme depends upon more workers in the building 
materials Industries, as well as upon timber. The clothing ration 
depends upon more workers in the cotton and woollen industries ; 
the supply of cups and saucers upon more workers in the pottery 
industry. On the other hand, further expansion in the number of 
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building workers, or in the number of engineering workers, would 
threaten to cause underemployment for lack of materials. 

Now that direction of labour has been abandoned, there is no 
single measure which the Government can adopt to bring about 
these adjustments. The problem of certain undermanned industries 
can be greatly eased by the introduction of new machinery and by 
the provision of better amenities for the workers in them . . . 

For this purpose also, the Government attaches great importance 
to the introduction of systems of payment and other arrangements 
which provide the maximum incentive to increase output. 

By May 1947, the general economic and financial situation 
had degenerated so much, the coal shortage had become so 
acute, and the inflationary pressure had become so intense, that 
proposals to adopt a comprehensive policy covering wages, hours, 
and distribution of national income, and to set up special 
incentives in the mining and other key industries suffering from 
shortage of labour, were debated at the Labour Party Confer¬ 
ence. On 3 July 1947, the Minister of Labour stated in the 
House of Commons that the Government’s policy at that time 
called for no general regulation of wages, but that payment by 
results would be encouraged. It was the Minister’s opinion that 
productivity could be increased by improved working conditions 
and amenities, and by joint labour-management consultations 
at the plant level. 

With the virtual exhaustion of the United States and 
Canadian credits, the suspension of convertibility of sterling, 
restrictions on imports, and consequent aggravation of infla¬ 
tionary pressure during July and August 1947, the question of 
wage ceilings and direction of labour to essential industries once 
more confronted the Government. In face of the gravity of 
the national emergency, the Trades Union Congress accepted in 
a general way the necessity of a degree of direction of labour. 
On 18 September, a new Control of Engagement Order was 
issued by the Minister of Labour and National Service 1 , to be 
effective from 6 October 1947 to the end of 1948. The essence 
of the Order is contained in its Article 3, which reads as follows : 

Subject to the provisions hereinafter contained in this Order— 

(a) no person shall seek to engage or engage any person for 
employment otherwise than by notifying to a local office or an 
approved employment agency particulars of the vacancy to be filled ; 

(b) no person shall engage any person for employment unless 
that person has been submitted to him by a local office or an 
approved employment agency ; 


1 Statutory Buies and Orders, 1947, No. 2,021. 
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(c) a person seeking employment shall obtain.his employment 
by making application to a local office or an approved employment 
agency, and by means of a submission to an employer by a local 
office or that approved employment agency and not otherwise. 

Article 5 listed exceptions: agriculture, coal mining, dock 
workers, masters and crews of most ships, fishing, police, 
managerial and professional workers, and housewives. The 
Order was followed by the circulation among employment 
exchange managers of a list of essential industries, to serve as a 
guide in placing workers under the Order. Mining, agriculture, 
iron and steel, and textiles were accorded highest priority. 
Industries which are in themselves essential, but which were 
relatively well provided with labour, such as engineering 
industries and building, were omitted from the list, and such 
occupations as entertainment, sport, personal services, and 
distribution were classified as “ less essential ”. 1 

Despite this Order, wage rates continued to rise and strategic 
industries remained undermanned. The Prime Minister made a 
new appeal to organised labour not to press for higher wages 
during the crisis period. The trade unions countered with 
demands for stricter control of profits and the continuation of 
subsidies. Despite the growing tension, open industrial conflict 
was kept to a minimum; the number of working days lost during 
the post-war period were so few as to establish a peacetime 
record. But full employment and paucity of strikes were not 
enough to solve the wage problem. 

On 8 December 1947, a new Order came into effect requiring 
all men between the ages of 18 and 51 years and all women 
between the ages of 18 and 41 years, who were unoccupied or 
not engaged in useful employment, to register for possible 
direction into essential work. 2 The Order was followed 
shortly after by the publication of an Interim Report on the 
Economic Situation by the Trades Union Congress. This report 
urged “that the Government should continue the practice of 
cost-of-living subsidies as one means of assuring price stability ”. 
It also stated that it was “ impracticable and would in any case 
be undesirable to impose specific limits and restrictions on wage 
increases ”. 

On 4 February 1948, the Government issued a Statement on 
Personal Incomes, Costs, and Prices 8 , which reiterated the need 

1 The Economist, 11 October 1947, p. 616. 

* Statutory Buies and Orders, 1947, No. 2,409. 

* Command Paper 7,321. 
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to reduce costs of production, in order to improve Britain’s 
competitive position in export markets. The statement laid 
down the essential principle “ that there should be no further 
general increase in the level of personal incomes without at least 
a corresponding increase in the volume of production ”. At the 
same time, it recognised that “ there may well be cases in which 
increases in wages or salaries would be justified from a national 
point of view, for example, where it is essential in the national 
interest to man up a particular undermanned industry and it is 
clear that only an increase in wages will attract the necessary 
labour It added, however, that “ each claim for an increase 
in wages and salaries must be considered on its national merits 
and not on the basis of maintaining a former relativity between 
different occupations and industries ”. 

The statement was followed a week later by an announce¬ 
ment of the measures that the Government would undertake 
to put the policy of income stabilisation into effect. Profits 
were to be curbed, a general price ceiling at the 31 January 
1948 level was to be applied to manufacturers’ prices of a wide 
range of goods to supplement the existing strict controls on 
essentials, and wage increases were no longer to be taken into 
account in allowing increases in prices. 1 The Trades Union 
Congress decided to endorse the general policy of wage stabili¬ 
sation set forth in the Government’s statement, on condition 
that the Government carries through its policy of reducing 
prices and profits. 

Post-war wage problems in the United Kingdom have thus 
been an active concern of the Government as well as a matter 
of negotiation between employers and workers. Employers 
have favoured the imposition of wage ceilings and the reduction 
of taxes, and have been cool towards the continuation of subsi¬ 
dies, direct controls, and the compulsory direction of labour. 
Labour has been favourable towards the continuation of subsi¬ 
dies, direct controls and high taxes on profits, has accepted a 
measure of direction of labour, and has finally accepted a 
general policy of wage stabilisation, subject to certain conditions 
and exceptions. Of particular interest is the fact that discus¬ 
sion of post-war wage policy in the United Kingdom has been 
conducted in terms of over-all national economic policy, with 
full recognition of the relation of wage policy to tax policy, price 
policy and production controls ; and only to a limited extent in 


1 Labour and Industry in Britain, Vol. VI, No. 1, March 1948, p. 24. 
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terms of the capacity of particular firms to meet the wage 
demands of their employees. 

United States 

Hourly wage rates in the United States rose significantly 
from 1939 to 1941, and rose at an accelerated pace after the 
United States entered the war at the end of the latter year 
(table XVI). Consumer prices rose slowly up to the end of 1941, 
jumped considerably in the following two years, and then 
flattened out during the remainder of the war period as price 
controls became more effective. Consequently, real wage rates 
rose slowly from 1939 to 1941, and then rose more substantially 
from 1941 to the end of 1944. Since average hours worked also 
increased, earnings rose more than wage rates. Labour’s share 
of national income fell from 1939 to 1941, and rose slightly from 
1941 to the end of 1944 (table XVII). 

Early scrapping of price controls, once the war was over, led 
to rapidly rising consumer prices in 1946 and 1947. While 
money wage rates also rose, they failed to keep pace with prices, 
and real wage rates fell. With the decline in hours worked, 
earnings fell more than wage rates. Industrial production and 
national income fell off in 1945 and 1946, but rose again in 
1947. Labour’s share of private national income rose slightly in 
1946, but fell in 1947. 

The drop in industrial production after 1944 was a result of 
the decline in war production, and later of industrial disputes 
and steel shortages, among other factors. The volume of farm 
production also levelled off after 1944. These trends in pro¬ 
duction, in conjunction with continued high money incomes, a 
heavy volume of exports, tax reductions, and abandonment of 
direct price controls, were responsible for an upward trend of 
prices. This upward movement was especially noticeable in 
the case of farm products, the consumption of which rose 
greatly after 1939. The price index for building materials, 
reacting to a greatly expanded level of construction, followed 
the farm products index very closely. 

Since 1945, personal consumption expenditures and the 
consumer price index have increased side by side. Not only has 
the national income (at factor cost) failed to keep pace, but the 
share of wage-earners in this national income has declined. It 
fell with declining national income in the first quarter of 1946 
and thereafter failed to keep pace with an expanding national 
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TABLE XVI. WAGES, PEIOES AND HOURS WORKED IN THE UNITED 

STATES, 1939-1947 


Year 

Hourly 
earnings in 
manufac¬ 
turing 
industry 

Index 
of money 
wages 

Consumers’ 
price index 

Index 
of real 
wages 

Index 
of hours 
actually 
worked 

cents 


1937 = 100 

1937 = 100 

1937 =* 100 

1937 . 

62.4 

100 

100 

100 

100 

1938 . 

62.7 

100 

98 

102 

92 

1939 . 

63.3 

101 

97 

105 

98 

194Q. 

60.1 

106 

98 

109 

99 

1941. 

72.9 

117 

102 

114 

105 

1942 . 

85.3 

137 

113 

121 

111 

1943 . 

90.1 

154 

120 

128 

110 

1944 . 

101.9 

. 103 

122 

134 

117 

1945 . 

102.3 

164 

125 

131 

112 

1940 . 

108.4 

174 

136 

128 

105 

1947 . 

122.1 

190 

155 

126 

104 

1946: 






March. 

103.5 

166 

127 

131 

105 

June. 

108.4 

174 

130 

134 

104 

Sept. 

112.6 

180 

142 

127 

104 

Dec. 

114.8 

184 

149 

123 

106 

1947: 






March. 

118.0 

189 

152 

124 

105 

June. 

122.6 

196 

153 

128 

104 

Sept. 

124.9 

200 

159 

120 

105 

Dec. 

122.1 

205 

163 

126 

107 


Source: United States Bureau op Labor Statistics : Monthly Labor Review. 


TABLE XVII. PERCENTAGE DISTRIBUTION OP PRIVATE 1 
NATIONAL INCOME IN THE UNITED STATES, 1929-1947, 
BY CATEGORIES OP INCOME RECEIVERS 


Category 

1929 

1932 

1939 

1941 

1945 

1946 

1947 

Employees. 

55.9 

70.8 

61.9 

58.1 

59.2 

60.9 

59.8 

Proprietors’ rental .... 

23.8 

20.0 

22.7 

22.1 

25.3 

26.6 

25.8 

Farm. 

6.8 

4.6 

6.9 

7.3 

9.2 

9.7 

9.2 

Corporation profits and in¬ 
ventory value adjustment 

12.4 

5.4 

8.9 

15.5 

13.4 

10.5 

12.4 


Source: Survey of Current Bueine88 t February 1948, p. 7. 
1 Excludes armed services and Government employees. 
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income. This movement was accompanied by a record growth 
in business, professional and farm incomes, as well as in cor¬ 
porate profits. This growth was particularly noticeable after 
the removal of price controls in 1946. 

The result has been that, while consumption and real wages 
remain well above pre-wen 1 levels, present consumption levels for 
workers have been maintained at the wartime high levels only 
by drawing on accumulated savings and by increased use of 
consumer credit. Reeil wages and per capita income, when 
corrected for price changes, have recently shown a decline. 

As in other countries, wage differentials among industrial 
workers, such as between workers in durable and non-durable 
goods industries and between the lowest and highest paid occu¬ 
pations, have tended to become narrower in recent years in the 
United States. The tendency towards equalisation of wage 
incomes for farm and industrial workers has been particularly 
noticeable. In 1940, the average income per industrial worker 
was about 140 per cent, above that of farm workers, while by 
1946 it was only about 30 per cent, higher. 1 

Wage Policy 

The rapid conversion of United States industry to war pro¬ 
duction, especially after December 1941, and the rise in prices 
which took place during 1941, led the President on 22 April 
1942 to propose to Congress a comprehensive programme of 
measures to check inflation. It called for higher taxes, ceilings 
on prices and rents, stabilisation of remuneration received by 
individuals for their work, rationing of scarce commodities and 
increased savings. 

The regulation of wages was entrusted to the National War 
Labor Board, established in January 1942 to settle industrial 
disputes in war work. The general policy pursued by the Board 
was to authorise increases in wages only to those groups of 
workers whose- established peacetime standards had been 
broken. In July 1942, in the so-called “ Little Steel ” case, the 
Board considered the peacetime standards to have been broken 
if any group of workers had averaged less than a 15 per cent, 
increase in hourly wage rates during, or immediately preceding 
or following, the period from 1 January 1941 to May 1942, 
during which time the cost of living had increased by about this 

1 Cf. Agricultural Situation, September 1047, p. 14. 
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proportion. The Board had also to “ give due consideration to 
inequalities and the elimination of substandards of living 1 
The general policy of wage and price control was carried an 
important stage further by an Act against inflation passed by 
the United States Congress on 2 October 1942. 2 This Act 
directed the President to issue a general Order stabilising wages, 
prices and salaries at the levels of 15 September 1942 and 
authorised him thereafter to make any adjustments necessary 
to aid in the effective prosecution of the war or to correct gross 
inequities. 3 Executive Orders of 3 October 1942 and of 8 April 
1943 4 directed the competent authorities to grant no further 
increases in wages or salaries except: (1) those clearly neces¬ 
sary to correct substandards of living; (2) to compensate for 
the 15 per cent, rise in the cost of living between 1 January 1941 
and 1 May 1942 ; and (3) to effect reasonable adjustments in 
case of promotions, reclassifications, merit increases, incentive 
wages, or the like, provided that such adjustments did not 
increase the level of production costs appreciably or furnish the 
basis either for increasing prices or for resisting otherwise justi¬ 
fiable reductions in prices. The Act of 2 October 1942 also 
forbade the reduction of wages or salaries for any particular 
worker below the highest rates paid between 1 January 1942 
and 15 September 1942. 

The workers’ organisations supported without reservation 
the President’s stabilisation programme taken as a whole, that 
is, with due emphasis on price control. “ Labour changed its 
orientation from the protection of workers’ standards by wage 
increases to protection of the people’s living standards through 
the effective application of price controls and rationing.” 5 
. After the surrender of Japan, wage and salary controls were 
first reduced and later removed. By Executive Order of 
18 August 1945 6 , wage or salary increases could be granted 

1 Labor Relations Reporter, Vol. 10, 20 July 1942, p. 679 ; see also Inter¬ 
national Labour Review, Vol. XLVI, No. 4, October 1942, pp. 489-491, and 
International Labour Office : Labour Conditions in War Contracts 
(second edition, Montreal, 1943), pp. 61-55. 

* An Act to Amend the Etnergenoy Price Control Act of 1942 . . . 
(Public Law 729, 77th Congress). Extracts from the Act and regulations 
issued under it are reprinted in International Labour Office : Legis¬ 
lative Series, 1942, U.S.A. 1. 

* International Labour Office : Labour Conditions in War Contracts, 
op. eit ., p. 52. 

4 Nos. 9,250 and 9,328. 

* Tear Book of American Labor, Vol. I (New York, Philosophical Library, 
1945), p. 449, “ Wartime Wage Policy ”, by R. Nixon. 

* Executive Order No. 9,599. 
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without permission, provided they were not used as the basis for 
seeking an increase in, or for resisting an otherwise justifiable 
reduction in, price ceilings. Where a proposed wage increase 
involved an increase in price ceilings, the consent of the National 
War Labor Board and of the Director of Economic Stabilization 
was required. A further Order of 14 February 1946 1 directed 
the National Wage Stabilization Board (which had replaced the 
National War Labor Board on 1 January 1946) 2 to approve 
increases which it found consistent with the general pattern of 
wage or salary adjustments since 18 August 1945. Price ceilings 
were also to be adjusted in cases where industry was found to be 
in a position of hardship in consequence of an approved increase 
of wages or salaries. 

Legislation on prices lapsed on 30 June 1946, but was revived 
on 25 July 1946. 3 The number of commodities to which price 
ceilings applied, however, was rapidly reduced; by April 1947 
few price controls remained, of which the most important related 
to rents. The position at the end of July 1946 with regard to 
wages and salaries was that indirect controls provided that 
increases were not to be used as a basis for price relief or for 
increasing costs to the United States Government unless the 
wage or salary increases were specifically approved. Direct 
controls continued to apply in the building and construction 
industry, for rates for new plants or new jobs, for all wage 
decreases and for decreases in salaries below 5,000 dollars 
a year. The regulations provided in substance that failure to 
obtain approval in such cases was a violation of the Stabilization 
Act. 4 * Finally, by Executive Order of 12 December 1946 6 pro¬ 
vision was made for the National Wage Stabilization Board to 
close down on 24 February 1947. 

The Wage Controversy in the United States. 

In the first Economic Report of the President, presented 
under the terms of the Employment Act of 1946, President 
Truman made the following statement: 

1 Executive Order No. 9,697. 

* Executive Order No. 9,672 of 31 December 1946. 

* Price Control Extension Act of 1946, Public Law No. 648, 79th 
Congress. 

4 Based on statement by the National Wage Stabilization Board of 

26 July 1946, reproduced in Wage and Hour Manual, 1940 Supplement 
(Washington, Bureau of National Affaire, 1946) p. 324. 

4 Executive Order No. 9,809. 
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The relation ol wages, prices and profits is the key to the 
maintenance of purchasing power. If prices are too low in relation 
to wages, they squeeze or eliminate profits, while stifling the initia¬ 
tive of business, interfering with production, and reducing or 
retarding employment. If prices are too high in relation to wages, 
they restrict the market and reduce employment, as well as 
causing suffering to individual consumers. 1 

The importance of wage-price relationships to employment in 
the United States during the transition was also stressed by the 
new Council of Economic Advisers, in its First Annual Report to 
the President. Indeed, the Council placed even more emphasis 
on wage-price policy than on fiscal and monetary policy : 

It would be very simple indeed, if we could rely on fiscal policy 
as a panacea. Broadly speaking, the shortcoming of this single-track 
doctrine of fiscal policy is that it does not face the complexity of 
our economic system. It assumes that by pumping money up or 
down, the Government could control the Nation’s economic life 
without regard to what employers and workers, farmers and traders 
were doing in the countless specific price and wage and profit rela¬ 
tionships that make up the body of their business life . . . 

Jobs and markets depend on very specific wage-price-cost rela¬ 
tionships. If labour is pricing itself out of jobs or manufacturers and 
farmers are pricing themselves out of a market, or capital is pricing 
itself out of investment, the basic remedy is the correction of this 
specific situation and not the injection of some aggregate purchasing 
power in a dose measured in size to offset a future total of unem¬ 
ployment. 3 

Thus, the United States Government has been fully cognisant 
of the importance of wage policy in the effort to fight inflation 
and still avoid depression. 

The controversy that arose in the United States in 1946 over 
the Congress of Industrial Organization statement, A National 
Wage Policy for 19 ip (commonly known as the Nathan Report), 
• is of considerable interest as a dear example of the kind of 
disagreement that has arisen in the transition period between 
employers and workers in several countries. The C.I.O. report 
came to the conclusion that a general rise in real wages was 
necessary in the national interest: 

The salient facts of the wage-price-profit situation in American 
business today Indicate that the national interest requires a major 
general increase in wage rates. It is most important that this 
general wage advance be achieved without crippling work stoppages... 
The facts all lead to the conclusion that not only from the workers’ 
point of view but also for the benefit of the whole economy, a 

1 The Economic Report of the President presented to the Congress, 
8 January 1947, p. 2. 

* Council or Economic Advisers : First Annual Report to the President, 
December 1946, pp. 18 and 14. 
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further substantial wage increase without a general price increase 
is possible, justifiable and essential. 1 

In reply to this contention, the National Association of 
Manufacturers, while admitting that wage increases in many 
particular instances were justified, maintained that “ the Nathan 
Report is a calculated attempt to mislead the public in general 
and organised labour in particular ”. 2 

In order to give an idea of the way in which these strikingly 
divergent conclusions were reached — despite the fact that the 
same basic statistics were used by both parties — the salient 
points on each side of the controversy are summarised side by 
side below. 


C./.O. Report 

(1) During the transition, 
increased wages do not involve 
equal increases in cost per man¬ 
hour to the employer, let alone 
an equal increase in cost per 
unit of output. The decline in 
overtime work, the improved 
quality of the civilian labour 
force, the increasing output in 
mass production industries, and 
the elimination of bottlenecks 
all tend to offset the effect on 
costs of higher wages. More¬ 
over, while the cost per man¬ 
hour in manufacturing rose 8.2 
per cent, from January 1945 to 
October 1946, the general level 
of wholesale prices rose 25.3 
per cent., and wholesale prices 
in manufacturing rose 27.9 per 
cent. 

(2) From January 1945 to 
October 1946, weekly earnings 
in manufacturing actually de¬ 
clined. Moreover, the reduction 
of wage differentials since 1939 
makes a national wage policy 
more meaningful. 


N.A.M. Report 

(1) In January 1945, hourly 
earnings were at a wartime 
high and weekly earnings at an 
all-time high, while consumer 
prices were still under control 
and had risen only 28 per cent, 
since 1939. Moreover, the fi¬ 
gure of real wages for January 
1945 is meaningless, because 
44 it was impossible in January 
1945 for each individual to 
spend his entire income on 
goods and services at the price 
at which they were included in 
the price index. ” 


(2) Average weekly earn¬ 
ings in manufacturing in Oc¬ 
tober 1946 were 92 per cent, 
greater than in 1939, the gene¬ 
ral level of consumer prices 
only 49 per cent, higher. By 
choosing January 1945 as base, 
C.I.O. is 44 advocating a return 
to the peak levels (of real wa¬ 
ges) brought about by the 
distortions of the war eco¬ 
nomy. ” 


1 A National Wage Policy for 1947 : Analysis prepared for the Congress 
of Industrial Organisations by Robert R. Nathan Associates Ino., Washing¬ 
ton, D.C., December 1946, pp. 12 and 13. 

1 The Robert Nathan Report , an Appraisal of Robert R. Nathan , A National 
Wage Policy for 1947 , prepared by the Research Department of the National 
Association of Manufacturers, December 1946, pp. 2 and 3. 
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(3) Since 1939, and espe¬ 
cially since 1945, corporation in¬ 
come has risen much more ra¬ 
pidly than wages and salaries. 
The average return on sales 
turnover is greater than the 
1936-1939 average. Profits in 
the transition period were espe¬ 
cially high in relation to net 
worth. 


(4) At full employment, the 
present price-wage structure 
yields profits before taxes as 
high as in any war year, and 
profits after taxes 44 50 per cent, 
higher than the war peak, 
and utterly without earlier 
precedent in our national 
experience ”. 


(3) Total corporation pro¬ 
fits for any year are comprised 
of 44 wide variations in profit 
performance among different 
companies. ” In 1936-1939, an 
average of 60 per cent, of all 
corporations ended each year 
with no net income. These 
corporations accounted for 22 
per cent, of gross sales of all 
corporations. No reliable figu¬ 
res of net worth are available 
for a year later than 1943, but 
the return on net worth in 
1936-1939 averaged 2.9 per 
cent, on equity capital, only 
0.3 per cent, greater than on 
the highest grade corporate 
bonds, and profits as a percen¬ 
tage of sales were lower in 
1945 than in 1939. 

(4) Nathan's figures for the 
fourth quarter of 1946 are his 
own estimates, and for the first 
three quarters of 1946 are 
higher than those of the Natio¬ 
nal City Bank. Moreover, there 
is no assurance that the 1946 
levels of profits will continue. 
Many economists anticipate a 
business recession in 1947. 


Thus, the C.I.O. concluded that even a manufacturing 
corporation, whose profits have risen less than profits of other 
firms, could raise wages by an average of 21 per cent, without 
reducing return on net worth below the 1936-1939 average. The 
N.A.M., in rejecting this proposal, pointed out that there has 
been no substantial redistribution of income since the pre-war 
period ; the ratio of wages to total national income in the first 
nine months of 1946 was substantially the same as in the pre¬ 
war or war periods. The N.A.M. also pointed out that of the 

5.1 billion dollar increase in wages proposed by Nathan, 2.9 bil¬ 
lions would come from reductions of profit after taxes, and 

2.2 billions from a reduction in the yield of corporation taxes. 
This reduction in corporation taxes is characterised by the 
N.A.M. as “ a subsidisation of organised labour by the general 
taxpayer ”. 

It is interesting to note that organised labour in the United 
States was not in complete agreement on the wage question even 
within its own ranks. The American Federation of Labor 



190 


GENERAL REPORT 


attacked the C.I.O. position on much the same sort of grounds 
as did the N.A.M. It argued in effect that an increase in wage 
rates would tend to raise prices, and so to leave wages substan¬ 
tially unchanged. With respect to the Nathan Report, the 
A.F. of L. stated : 

Clearly this figuring on paper has nothing whatever to do with 
the realities of industrial operation or with collective bargaining. 
Unions negotiate with thousands of companies, each faced with 
different conditions affecting their ability to pay higher wages. 
Some can pay more, some less. There could be no pooling of 
profits, such as the report presupposes, except under a totalitarian 
State. Even if it were possible to force a 25 per cent, wage increase 
on American industry generally, the necessary 68 per cent, cut 
in profits would put thousands of companies out of business, and 
throw millions of workers out of jobs ; it would reduce profits to 
the low level of 1936 to 1939 when 8,500,000 were unemployed and 
industry was not earning enough for the normal new plant and 
equipment which expands production and raises living standards . . . 
It is not true that industry can afford a 25 per cent, general wage 
increase in 1947. To deceive workers by leading them to believe 
they should receive such a general Increase is a most irresponsible 
policy. 1 

This controversy illustrates very well the changing emphasis 
in wage conflicts. While questions of justice and of equity and 
of the ability of particular employers to pay higher wages are 
not ignored, they are stressed less than questions of national 
policy — maintenance of full employment, prevention of infla¬ 
tion, and so forth. Labour is no longer content to argue that 
workers deserve a higher share of their own product, and that 
employers are well able to make the sacrifice involved; they 
now argue that higher wages are necessary for maintenance of 
full employment, and so essential for employers and employees 
alike. Similai'Iy, management no longer limits itself to the 
contention that labour’s demands are excessive and beyond the 
capacity of particular industries to pay, but insists that higher 
wages would damage all groups in the economy, including labour 
itself, by compelling inflation or unemployment. , 

Some Major Problems 

The description of wage problems, policies, and controver¬ 
sies in various countries presented in previous sections of this 
chapter demonstrates the recognition by Governments, by 
labour and by management that the problem of the relation of 

1 American Federation or Labor $ Labor's Monthly Survey, Vol. 8, 
H«, 1, January 1947, pp. 6-6. 
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wages to prices and national income is intimately related to the 
problems of inflation and potential unemployment. Indeed, the 
most striking characteristic of recent statements on wage 
policy, from whichever group they come, is the implication that 
the question of wages is no longer exclusively a matter of 
collective bargaining in particular industries or firms, but is 
also a central feature of national policy for the maintenance of 
high and stable levels of income and employment, the prevention 
of inflation, and related objectives. There has been a growing 
tendency for both parties directly concerned in wage negotia¬ 
tions to discuss the problem in terms of general economic 
objectives and conditions. 

In some countries, the war brought greater increases in 
wage rates than in cost of living, and substantially greater 
increases in weekly earnings than in cost of living. Since the 
war, there has been a tendency in certain of these countries 
toward readjustment of wage-price relations, prices rising in 
relation to wage rates and earnings. Labour is naturally 
anxious to maintain gains obtained during the war, while 
management is apt to stress the abnormality of wartime condi¬ 
tions and to contend that preservation of economic equilibrium 
requires a restoration of wage-price relationships closer to the 
pre-war situation. Both points of view have a certain validity. 
In many countries, the year 1945 combined full employment and 
high wages with a high degree of stability in the cost of living. 
Workers believe that means should be found to continue these 
conditions indefinitely. Employers, on the other hand, regard 
1945 as a year of enormous Government expenditures, high 
taxes, large-scale loan campaigns, price ceilings, rationing, sub¬ 
sidies and scarcities, and ask whether these wartime measures 
may not be too high a price to pay for continued full employ¬ 
ment, high wages and stability. 


Wages, Prices, and Labour’s Share of National Income 

In a period of full employment, general wage increases tend 
to raise prices. Higher wages mean higher incomes for precisely 
those members of society who spend the largest share of their 
incomes, and whose purchasing power constitutes the major 
source of effective demand for consumers’ goods and services. 
Higher wages also mean higher costs of production, whenever 
the wage increase is not entirely offset by expanded production 
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per man-hour. When costs and demand rise together, entre¬ 
preneurs will almost certainly raise prices, unless they are 
prevented from doing so by effective controls. 

Under certain conditions, outlined in Chapter VI, the effect 
of wage increases may be a decline in employment rather than 
a rise in prices. These conditions, however, have not prevailed 
during the war and transition periods. Moreover, because of 
full employment and scarcity of raw materials and equipment, it 
has not always been possible to offset wage increases by higher 
production. Consequently, the rise of wage rates has tended 
to intensify inflationary pressures in a number of countries. 

Because of the close relationship between wage movements 
and price movements, the question arises whether general wage 
increases can improve the workers’ standard of living (real 
income) in inflationary periods. Such an improvement might 
come about through an increase in labour’s share of a given 
national income, or through labour sharing in a general increase 
of real national income. Once full employment is reached, 
however, real income per capita cam rise only as quickly as 
productivity per capita is raised. In the past, per capita output 
has risen slowly, the average increase being 1 or 2 per cent, per 
year. Thus, no rapid improvement of labour’s income can be 
expected from this direction in the absence of major technolo¬ 
gical advances. An increase in labour’s share of national 
consumption might be obtained over limited periods, without any 
increase in labour’s share of national income, and even without 
a rise in earnings, through exhaustion of workers’ savings ; but 
such a development is not really an improvement of labour’s 
living standards. Similarly, if higher real income is obtained 
only through a lengthening of the working week and a conse¬ 
quent sacrifice of leisure, there is no clear-cut improvement in 
workers’ living standards. Perhaps the clearest case of an 
improvement is a rise in real earnings due to a rise in real 
wage rates. Such a development will raise labour’s share of 
national income if real hourly earnings rise faster than produc¬ 
tivity per man-hour. On the other hand, labour’s share of 
national income could rise, even if real wage rates do not rise 
more than productivity, through an increase in the ratio of 
labour to fixed factors (capital, land, and entrepreneurship) 
employed. It could also rise as the result of a rise in incomes 
received' by workers from sources other than wages — for 
example, from social insurance benefits. 
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The experience of the war and post-war periods suggests that 
higher money wages can bring significant increases in real 
hourly earnings, even in periods of full employment and infla¬ 
tionary pressure, provided there is effective control of prices, so 
that increases in money wage rates are not entirely offset by 
increased prices. In the United States and Canada, real wage 
rates rose during the war, but fell during 1946 and 1947 with 
the scrapping of price controls. In Australia, the United King¬ 
dom, and Argentina, where price controls during the transition 
period were kept closer to their wartime strength and scope, real 
wage rates (as measured by the available index numbers) rose 
not only during the war, but in the transition period as well. In 
Mexico, where wage controls were more successful than price 
controls throughout the whole period, real earnings declined 
both during the war and during the transition. 

Theoretically, labour’s real income could rise without an 
increase in productivity if price policy is successful in preventing 
prices from rising as quickly as money wages, so that labour’s 
share of national income is increased. The record with respect 
to labour’s share of national income during war and transition is 
not clear, and the conclusions that can be derived from the record 
are tentative at best. Up-to-date national income data are not 
available in the appropriate form for all countries. The results 
obtained vary according to whether or not income of the armed 
forces and salaries of Government employees are treated as 
wages and salaries, and whether or not the incomes of agricul¬ 
tural proprietors are included as “ profits ”. Moreover, the 
period was one of marked changes in the level of employment 
and in industrial organisation, which affected the ratio of labour 
to fixed factors employed, as well as wages and prices. 

The most that can be said is that the available data yield 
results not inconsistent with the conclusion of theoretical ana¬ 
lysis that a combination of high demand for labour, rising money 
wage rates, and effective price controls can raise the share of 
labour in national income. In Australia, where price controls 
were quite effective during the war, labour's share rose from 
52.4 to 56 per cent, of national income. In Canada, labour’s 
share fell from 1939 until 1941, when the policy of stabilising 
wages and the cost of living was introduced; remained stable 
throughout the rest of the war ; fell in 1946 with the relaxation 
of price controls; but rose in 1947, despite continued inflation, 
when the final repeal of wage control regulations in December 
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1946 permitted earnings to rise faster them the cost of living. 
In the United Kingdom, labour’s share also fell from 1939 to 
1941, when the cost of living was stabilised; it rose slightly 
during the war, and increased during the transition. Since the 
United Kingdom kept its price controls closer to wartime 
strength than did the other countries, it is reasonable to conclude 
that this rise in labour’s share in the transition was related to 
the price control policy. In the United States, labour’s share 
of private income (military pay and Government salaries 
excluded) fell from 1939 to 1941, when the cost of living was 
stabilised, rose from 1939 to 1946, and fell slightly in 1947. 

The size of the changes in labour’s share of the national 
income are, however, very small; in some cases, they are small 
enough to be accounted for by imperfections in the data. It is 
important to remember, too, that in some cases labour’s gains 
have been obtained at the expense of salary earners and rentiers 
rather than of profit recipients. In no case has labour’s share 
of national income risen proportionately as much as “ real wage 
rates” calculated on the basis of cost-of-living indices. This 
suggests that control of some prices merely diverts inflationary 
pressure to goods and services not subject to control. It would 
appear that far more widespread and rigorous price controls 
than have existed anywhere would be needed to achieve really 
significant increases in labour’s share of national income. 
Moreover, part of the explanation of the wartime rise in labour’s 
share is to be found in a rise in the ratio of labour to capital; 
fighting a total war absorbed more unemployed labour than 
excess plant capacity, and resulted in relatively great expansion 
of Government services and other labour-intensive industries. 

The subject is one that warrants further study, and one 
which can be more effectively studied as more experience is 
acquired. It seems safe to conclude, however, that in periods 
when effective demand outruns the supply of goods and services, 
and full employment exists, the efforts of labour to protect its 
standard of living through wage increases are apt, in the absence 
of anti-inflation apparatus even more effective than was 
employed in wartime, to be largely self-defeating. In such 
conditions, the spectre of a wage-price spiral, feared but some¬ 
times exorcised during the war, may become a grim reality. 

It is worth noting, moreover, that since rationing was 
necessary to maintain price ceilings during the war, the war¬ 
time increases in earnings were in part superficial; unable 
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to spend their increased earnings in precisely the way they 
wished, workers were more or less forced to save a larger share 
of their incomes than they did before the war. Some of them 
were also subject to compulsory savings schemes, and others 
found a substantial share of their higher earnings removed by 
higher taxes. These facts must be taken into account when 
assessing the possibilities of obtaining similar improvements in 
real earnings in peacetime. Also, the technique employed to 
stabilise cost-of-living indices appeared in some cases to have 
a somewhat haphazard effect on price-cost relation, involving 
distortion of the price structure and of the allocation of res- 
sources among different industries. This distortion of the struc¬ 
ture of prices and production was, of course, deliberate ; it was 
a necessary adjunct of the effort to fight a total war with as 
little inflation as possible. However, the wartime distortion 
left a heritage of badly needed readjustment once the war 
was over. 

The distortion of price-cost structures was greatest in fields 
of production where subsidies were necessary to maintain price 
ceilings ; in these fields, the removal of subsidies after the war 
necessarily meant increased prices or reduced costs. Since many 
costs are fixed on a short-term basis, the scrapping of subsi¬ 
dies meant that efforts were made to reduce wages, or at least 
to resist wage increases, by employers who felt that price 
increases would be unpopular or unprofitable. 

On the other hand, it should be remembered that the effect 
of price controls on the price-cost structure was not uniformly 
disadvantageous. Some countries entered the war with price- 
cost relationships and the allocation of resources already 
distorted to some degree by various types of monopoly situa¬ 
tions. The effect of price ceilings, combined with increased 
demand and excess profits taxes, was to cause some markets 
to approximate more closely to the conditions of pure compe¬ 
tition than before the war; over a considerable range prices 
became independent of output. Consequently, prices and mar¬ 
ginal cost were brought closer together than they had been 
before the war, and the allocation of resources was to that 
extent improved. In these cases, the removal of price ceilings 
permitted renewed exploitation of monopoly power, by raising 
prices to meet the increased demand resulting from incomes 
higher than pre-war ones. Such action increases the distortion 
of the price structure rather than reducing it. 
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Wages and Allocation op Labour 

The war brought with it a large-scale re-allocation of labour. 
Men were withdrawn from normal peacetime occupations into 
the armed services and war industries. The less vital of these 
peacetime occupations were left unfilled for the duration of 
the war. The more essential jobs left vacant in this way were 
filled by less well trained workers; women, boys, and older 
men were drawn into the labour force who would normally 
have been in homes, in schools, or in retirement. 

This wholesale reshuffling of labour was achieved partly 
by offering higher wages in key industries, partly by patriotic 
drives, and partly by legal compulsion. During the transition 
from war to peace, when the need arose to shift workers back 
to normal peacetime occupations, none of these factors was 
operating with the same force as during the transition from 
peace to war. When war began, most countries had excess 
capacity and unemployment that could be absorbed, and for 
a time higher wages were offset by increased output. But when 
the war ended, full employment was the rule, together with 
scarcities of materials and equipment, much higher levels of 
income, piled-up demand for capital goods and durable consu¬ 
mers’ goods, and greatly increased holdings of liquid assets 
readily convertible into purchasing power. Moreover, wage dif¬ 
ferentials had been reduced during the war in most countries. 
Because of the inflationary pressures, which were very much 
stronger than when war began, employers were reluctant to 
offer higher wages as incentives to attract labour to less 
favoured industries, recognising that higher wages would mean 
either sacrificing profits or adding to the upward trend of prices. 
Patriotic zeal was much less effective in the allocation of labour 
to the fields most vital for national welfare in peacetime than 
it had been in wartime. The need to produce coal and iron 
for reconstruction was less apparent than the need to produce 
planes and tanks for war. Finally, no democratic Government 
likes to force workers into particular jobs in peacetime. 

For these reasons, many countries have experienced dif¬ 
ficulty in obtaining an adequate supply of labour in key 
industries, particularly those that are dangerous, unpleasant, 
or uncertain as to future employment. An example is provided 
by coal mining; lack of coal has been one of the most serious 
“bottlenecks” in European reconstruction, and no European 
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country succeeded in attracting an adequate supply of labour 
to the coal mines during the two-and-a-half years following 
the end of the war. In many countries, the problem of allo¬ 
cating labour has been paramount in wage policy. Various 
“ incentive wage ” schemes have been discussed, as devices for 
attracting workers to vital industries and inducing them to 
increase their productivity in those industries. 

Future Wage Increases 

The three interrelated problems — the close relation of 
wages and prices in a period of inflation, the consequent diffi¬ 
culty of improving labour’s standards of living in an inflationary 
period, and the problem of using wages as a device for allo¬ 
cating labour without adding to inflationary forces — have 
been the main problems of wage policy in the transition period. 

It is no part of the purpose of the present report to reach 
conclusions about particular wage disputes. However, certain 
general observations about the nature of the wage problem in 
the transition from war to peace can be made. First of all, 
it is clear that the question is primarily an empirical one. The 
effect of future changes in wage rates on prices, income and 
employment for the balance of the transition period will depend 
upon the general economic conditions ruling in particular coun¬ 
tries at particular times, and also upon the specific conditions 
in the various industries and firms comprising the economies 
of various countries. As stated above, there can be little 
dispute that an increase in wage rates will, other things being 
equal, tend to raise prices at a time when high levels of 
employment exist side by side with scarcities of consumers’ 
goods and services. However, it does not follow that further 
increases in wage rates during the transition must necessarily 
result in further inflation. In the first place, further increases 
in prices could be prevented or at least limited by the same 
kinds of device as were utilised successfully during the war 
period itself; wages did rise without proportionate increases 
in prices in many countries during the weir. High taxes, public 
loan campaigns, price ceilings, subsidies, and rationing 1 could 
be used during the balance of the transition by any Govem- 

1 Cf. International Labour Conference, 27th Session, Paris, 1945: 
Report II, Chapter VII: The Maintenance of High Levels of Employment 
during the Period of Industrial Rehabilitation and Reconversion (Montreal, 
IX.O., 1945). 
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ment wishing to permit wage increases and to maintain stable 
prices, despite continued scarcities of consumers’ goods. How¬ 
ever, there is in many countries a growing impatience with the 
continuation of high taxes, large-scale public borrowing, sub¬ 
sidies and direct controls, which might make the continuation 
or reintroduction of such wartime policies unacceptable. 

A second and more important point is that on balance, the 
changes that have taken place during the transition period and 
that are likely to take place in most countries are of a sort 
that facilitate the maintenance of prices despite wage increases. 
Some of these changes were indicated in a previous I.L.O. 
report. 1 The reintegration of young men from the Forces into 
the labour supply, and the withdrawal of housewives, older men 
and youths, tend to raise the average productivity of the labour 
force. The long-delayed replacement of industrial equipment 
often results in modernisation and consequent increase in pro¬ 
ductivity. Application of wartime improvements in technique to 
peacetime industries sometimes leads to still further increases 
in production. Expansion of output in industries that have been 
operating with considerable excess capacity during the war 
tends to reduce costs per unit of output. Reduction of overtime 
and night shift work reduces costs, because the bonuses invol¬ 
ved are no longer paid. In countries where the working week 
was extended during the war to the point where health and 
efficiency were adversely affected, reduction of the working 
week will result in increased productivity per man-hour. The 
cessation of hostilities and consequent elimination of war risks 
of transportation lead to lower ocean freight and insurance 
rates, thus reducing production costs in industries dependent 
on imported raw materials, and making it possible for industries 
producing for export to land their goods in overseas markets 
at lower prices. In several countries, reductions in corporation 
income taxes permit wage increases without any decline in net 
profits. In certain industries of some countries, profits appear 
to be high enough in any case to enable wages to be raised 
substantially without cutting the return of capital below a fair 
or normal rate. 

For all these reasons, an increase in wage rates may be 
possible in a given situation without increasing the upward 
pressure on prices. At the same time, of course, it is possible 

1 Cf. International Labour Conference, 27th Session, Paris, 1945 : 
Report II, Chapter VII: op. oit. 
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for wages to be raised too high in any country, and thus to 
launch an upward wage-price spiral. Just how large a wage 
increase is possible without inflation is an empirical question 
that must be answered in the light of the specific conditions 
in each country. It would seem to be true that in some coun¬ 
tries the 1945 wage-price relations could have been maintained 
without continuation of wartime price controls only if produc¬ 
tion and productivity had increased more in the transition 
period than they actually did. However, as indicated above, 
there are a number of reasons for supposing that such increases 
in production and productivity have already developed in some 
countries, and will be forthcoming in others. 




CHAPTER VHI 


INTERNATIONAL ASPECTS OF WAGE POLICY 

The labour markets and wage rates of different countries 
are inter-connected by international movements of labour itself, 
of capital, of raw materials, and of finished goods. Labour, 
management, and Governments have all been aware that such 
international economic relations influence wages and prices at 
home. Labour and management have often expressed strong 
views concerning these relations, and Governments have often 
responded by introducing strong measures to control them. 
Unfortunately, the views have sometimes been ill-informed, and 
the policies sometimes misdirected. 

This chapter is devoted to an analysis of the effects of 
various kinds of international economic relations on wages, 
prices, and standards of living, with the object of providing a 
better basis for formulation of views and of policies. According 
to the familiar arguments of the 19th century laissez faire 
economics, social welfare of the world as a whole would be best 
promoted by completely uninhibited international movements of 
money, machines, men, and materials, as well as of finished 
goods. This view has been challenged on a variety of grounds, 
and Governments have often imposed restrictions on the free 
international movement of capital, labour and raw materials, 
and of consumers’ goods and services. 

International Capital Movements 

The argument for unrestricted movement of capital is that it 
permits such an allocation of the world’s savings and investment 
as will maximise world productivity. Other things being equal, 
it is argued, capital tends to flow where its “ marginal produc¬ 
tivity” is highest. An inflow of capital into any country 
permits the importation of machines, or alternatively, the 
importation of food or raw materials and the diversion of 
domestic labour to the production of plant and equipment, 
without the necessity of increasing exports to pay for these 
imports at the same time. Later on, the increase in producti- 
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vity resulting from the expanded stock of capital will make 
possible an increase in exports to repay the loans, and will 
provide an improved standard of living as well. The greater 
stock of capital will raise the marginal productivity of labour, 
effective demand for labour will be increased and, under 
competitive conditions, real wages will rise. According to 
19th century theory, in the absence of artificial restrictions this 
flow of capital from advanced to undeveloped countries would 
continue until the marginal productivity of capital in all 
countries was equalised. 

It is obvious that this process operates only slowly and 
imperfectly. The past century has seen some changes in the 
relative abundance of capital in different countries; for 
example, the United States, formerly an importer of capital on 
a large scale from the United Kingdom, has now displaced the 
latter as the country with the greatest abundance of capital 
and the chief source of foreign loans, and certain other coun¬ 
tries of recent settlement, such as Canada, Australia and New 
Zealand, have moved from a condition of relative scarcity of 
capital to one of relative abundance. But, by and large, the 
same group of countries which then enjoyed the greatest 
abundance of capital are still in the sarnie relative position, while 
countries such as India, China, amd certain Latin-American 
countries have remained “ capital-scarcity countries ”, and still 
suffer from relatively low labour productivity amd relatively low 
real wage rates. 1 Yet at the same time that some countries 
continue to suffer from lack of capital, certain of the more 
developed countries have encountered difficulties in finding 
enough profitable investment outlets to absorb continuously the 
flow of savings that a full-employment income produces. 3 


1 Cf. I.L.O.: The Economic Background of Social Policy including 
Problems of Industrialisation (New Delia, 1947), Chapters I and VI. It is 
there stated, for example, that “ Another important factor responsible for 
the low level of productivity in Asiatic countries.... is the small amount 
of capital stock per head of working population. It is a simple truth that the 
output produced by each unit of labour varies directly with the amount of 
capital it employs : the greater the amount of capital, the higher will be the 
productivity of labour.... The difference between the Asiatic and the Western 
countries in this respect is most striking ” (p. 13). And that “ The second 
great problem is that of capital formation. The improvement of produc¬ 
tivity in agriculture and the development of new industries will depend 
largely on the rate at which capital equipment can be accumulated.... If 
capital cannot be formed easily within the Asiatic countries, some at least 
can be imported from countries which not only have well-developed capital 
markets but also the skill and the capacity to produce for the needs of 
borrowing countries as well as for their own ” (pp. 144-146). 

* Cf. I .L.O.: The Economic Back ground of Social Policy, op. cit., pp. 184-188. 
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Why does this contradiction persist? The answer lies in 
the greater risk attached to private investment in the less 
developed countries, particularly those whose social, economic 
or political structure or institutions are markedly different from 
those of industrially advanced countries \ rather than in any 
restrictions imposed on capital movements. Indeed, legal 
restrictions have been a minor factor in the failure of capital to 
flow in adequate amounts from countries where its productivity 
is relatively low to countries where its productivity is relatively 
high. Before the First World War there were virtually no legal 
barriers to international capital movements. Between the wars, 
some countries did impose restrictions on capital movements, 
but these consisted almost entirely of limitations on capital 
outflow, introduced by countries facing shortages of foreign 
exchange. For the most part, these countries were short of 
capital in the real sense, as well as being pressed for foreign 
exchange. Probably the most severe restrictions in history, for 
example, were those imposed by the Nazi Government in 
Germany, which at one stage made the unlicensed export of 
capital a crime subject to the death penalty. During the Second 
World War, control of transactions in foreign exchange became 
more widespread, and capital exports were among the most 
rigorously regulated transactions. The Articles of Agreement 
of the International Monetary Fund make express provision for 
controls on international capital movements, and the Fund is 
empowered to request any Member States to exercise such 
controls in order to prevent the use of the Fund’s resources to 
meet a large or sustained outflow of capital. 

On the other hand, legal restrictions on capital inflow have 
scarcely existed. Anyone not prevented from exporting capital 
by the regulations of his own Government has been able to 
invest in securities, bank deposits, or other liquid assets of 
virtually any country in the world. True, foreign enterprise 
and investment, and particularly the direct establishment of 
businesses by persons in countries other than their own, have 
often been limited or discouraged through discriminatory tax 
legislation, laws of incorporation, licensing regulations, and the 
like. Restrictions on the import of tools and machinery have 
also proved a barrier to direct international investment. In 
addition, since entrepreneurs often feel the need to supervise 


1 Cf. I.L.O.: The Economic Background of Social Policy, op. cit., pp. 191*194. 
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direct investments on the spot, and perhaps also to furnish 
their own engineers and skilled labour along with their capital, 
immigration laws have to some extent impeded international 
movements of capital for direct investment. 

However, legal restrictions on capital movements cannot be 
considered a major aspect of the wage problem. Far more 
serious is the reluctance of private enterprise in advanced coun¬ 
tries to make investments in undeveloped countries, where more 
and better capital equipment is absolutely essential to the 
improvement of labour productivity and the raising of real wage 
rates. To overcome this barrier to the movement of capital 
from excess savings countries to capital scarcity countries, an 
increasing measure of international government co-operation 
may prove necessary. The International Bank for Reconstruc¬ 
tion and Development, the United States Export-Import Bank, 
the Canadian Export Credits Guarantees Corporation, and 
similar institutions constitute steps in the right direction, but 
their combined resources are at present insufficient to handle 
the job required in under-developed countries. 1 


Migration 

The argument for freedom of immigration is much the same 
as the argument for free movement of capital; in order to 
maximise average real earnings throughout the world, labour 
should be allowed to move from countries where it is abundant 
in relation to the supply of natural resources and the stock of 
capital, and where marginal productivity of labour and wages 
are consequently relatively low, to countries where labour is 
relatively scarce and where the marginal productivity of labour 
and real wages are relatively high. 

The immense volume of immigration into the United States, 
Canada, Australia, and New Zealand in the century following 
the Napoleonic wars was in large measure a response to just 
such differences in margined productivity. Since the First 
World War, however, such immigration has been limited by 
restrictions imposed by the less densely populated countries. 
Such restrictions prevent the geographic distribution of labour 
in a manner that would tend to equalise output and real earnings 
per capita throughout the world. 


1 Cf. I.L.O.: The Eoonomio Background of Social Policy, op. cit., p. 146. 
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Of course, if capital moved freely from countries where it is 
relatively abundant to countries where it is relatively scarce, 
restrictions on immigration would be less serious. However, 
there is no way in which the surface of the earth and the 
resources under the surface in their natural form can be 
transported from one country to another, and so long as differ¬ 
ences in the abundance of natural resources and the fertility 
of the soil exist, differences in the productivity of labour in 
different countries, and concomitant differences in real wages, 
can be eliminated only through an increase in the labour force 
of countries which are rich in resources in relation to the labour 
force in countries which are poor in resources. Such being the 
case, differences in standards of living are likely to persist, even 
when all countries are equally provided with capital and with 
technical skills, so long as restrictions on migration persist. 1 

Whether the removal of all restrictions on the movement of 
people from country to country, in addition to enabling output 
and real earnings per head in different countries to be equalised, 
would also enable average output in the world as a whole to be 
maximised, is a question which cannot be answered without 
considering the effects of such a policy on population growth. 
If rates of population growth throughout the world remained 
unaffected, migration would tend to maximise the average output 
attained at any particular point of time (though that output 
might be greater or less than the level that could be reached 
with existing resources and techniques if the total population 
of the world were different). If, on the other hand, the 
removal of obstacles to migration led to a rapid rise in the 
rate of population growth, the result might be a reduction in 
output and real earnings in the less densely populated countries 
which would more than offset any improvement elsewhere. 2 

Even if the effects of free movement of people on population 
trends, and consequently on average output per head in the 
world as a whole, could be assumed to be favourable, people in 
those countries which now enjoy the benefit of a higher ratio 
of resources to population than the average could scarcely be 
expected to favour a policy which would in all probability have 
the effect of reducing their average output, real earnings and 
standard of living. In actual practice, however, the choice lies 

1 Cf. I.L.O.: The Economic Background of Social Policy, op., cit.. Chap¬ 
ters II and IV. 

1 For a somewhat fuller discussion of the relation between income and 
the size of population, see idem, pp. 140-143, 148-152 and 214-215. 
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not between a wholesale prohibition of migration and the 
complete removal of all restrictions. The questions which arise 
for decision from time to time in any particular country usually 
rfelate to the desirability of maintaining or relaxing or reinforc¬ 
ing in some degree the existing restrictions on the admission 
of a particular class of immigrants. The attitude of labour 
organisations to such issues has frequently been determined 
largely by two closely related fears : the fear of unemployment, 
and the fear that competition for jobs from new immigrants 
would reduce the general level of wage rates. In the case of 
workers in specialised occupations, faced with the prospect of 
competition from large numbers of new arrivals who are 
specialists in the same occupations, such fears may be soundly 
based. For workers in general, however, a well-balanced inflow 
of migrants, at a rate consonant with the absorptive capacity 
of the country concerned, need not lead either to unemployment 
or to a fall in real wages. There is no reason to think that 
immigration on such a scale would impair the effectiveness of 
the kind of measures which may in any case be required to 
ensure the maintenance of over-all employment. 1 The fear 
that competition for jobs from new immigrants would reduce 
the general level of wages is often based on a misunderstanding 
of the relation between the size of a labour force and the produc¬ 
tivity of labour. Some at least of the countries where wages 
are now relatively high are countries in which, given effective 
policy for the maintenance of full employment and of compe¬ 
titive markets, the standard of living of workers would be raised 
by a suitable policy of immigration. In technical language, 
they are countries where the present population is below 
optimum, that is, they have such an abundance of capital and 
natural resources that they could expect to enjoy a wide range 
of increasing output per worker as the population increased. 
In Canada, for example, it has been estimated by population 
experts that the optimum population (i.e., the population 
that would maximise output per head) would be approximately 
double the present population. Moreover, the optimum popu- 

1 It will be recalled that at its 27th Session, in 1945, the International 
Labour Conference adopted a Resolution suggesting the types of policies 
which should be followed in order to maintain full employment (cf. I.L.O.: 
Official Bulletin, Vol. XXVIII, 16 Dec. 1946, pp. 23-31). Cf. also Inter¬ 
national Labour Office : The Maintenance of High Levels of Employment 
during the Period of Industrial Rehabilitation and Reconversion (Montreal, 
1946), especially Chapter II; and Public Investment and Full Employment 
(Montreal, 1946), especially Chapter XXII. 
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lation is itself an everchanging figure for any country, increas¬ 
ing with improvements in technique, discovery of new resources, 
accumulation of capital, or improvements in the balance and 
terms of trade with other nations. 1 

In this connection, it is important to distinguish between 
the “ optimum population ” and the “ optimum rate of increase 
in population ”. A country with a population less than optimum 
will naturally benefit from a rapidly growing population. Once 
the optimum for existing conditions is reached, however, the 
standard of living will be maximised if the population grows 
just fast enough to keep pace with any increase in the optimum 
which may be brought about by increases in the supply of 
capital, discoveries of new resources, improvement of technique, 
the opening of new markets, and so forth. However, it has 
been argued that a rapidly growing population is a stimulus 
to private investment, and that, far from creating unemploy¬ 
ment, it is a factor tending to create employment opportunities. 2 
There can be little doubt that investment in such highly durable 
capital goods as housing, transportation facilities and public 
utilities is more attractive when population is growing rapidly 
than when it is approaching stability or declining. However, 
any high income country which has already reached the 
optimum population, and is faced with the problem of absorbing 
the high volume of savings that full employment levels of 
income call forth, will wish to consider policies of expanding 
public investment, and of redistributing income in such a way 
as to increase consumption and reduce savings, as alternatives 
to an immigration policy designed to accelerate population 
growth for the sole purpose of stimulating private investment.® 
The average real income per worker will almost certainly be 
higher if the proportion of income spent for consumption is 
raised, or if the Government invests in the production of 
services for the lower income groups, than it would be if 
population were increased beyond the optimum merely in 
order to make private investment more attractive. 

1 Cf. Lionel Robbins : “ The Optimum Theory of Population ”, London 
Essays in Economics (ed. by Gregory and Dalton) (London, 1927). 

* See, in particular, American Economic Review, Vol. 29, No. 6, Part I, 
March 1939, “ Economic Progress and Declining Population Growth ”, by 
Alvin Hansen. See also, Benjamin Higgins : “ Concepts and Criteria of 
Seonlar Stagnation ”, Income and Employment : Essays in Honour of Alvin 
Hansen (New York, 1948). 

*Cf. The New Economics (ed. by S. E. Harris) (New York, 1947), 
“ Keynesian Economics and Publio Investment Policy ”, by Benjamin 
Higgins. 
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International Trade 

Contribution op International Trade 
to Real Income 

Perhaps the most familiar proposition of the 19th century 
laissez faire economics is that free trade would maximise social 
welfare in the world as a whole, and in each individual country, 
by permitting full utilisation of the enormous advantages of 
division of labour. Complete freedom of trade, it is argued, 
would make possible a more efficient allocation of resources 
and an improved standard of living for all countries. 

Clearly, any country will be better off if it can concentrate 
upon those goods and services which it can produce relatively 
cheaply, and exchange them in the world market for goods and 
services which it can produce only at relatively high cost, than 
it will be if it tries to supply all its wants from its own 
production. 

The classical argument for free international trade rests upon 
the simple axiom that it pays to specialise. In the language of 
economists this truism becomes the theory of comparative costs or 
advantages, the theory that, if competitive forces were allowed free 
play, countries would come to concentrate their economic activities 
upon the production of goods for which they had specific economic 
advantages, such as abundant raw materials, skilled labour, favour¬ 
able climatic Conditions, or even established industrial organisation. 1 

The conditions for mutually advantageous trade between two 
countries are very simple: there need only be a difference in 
the relative efficiency of the two countries in the production 
of some commodity. In the table which follows, example I illus¬ 
trates the most obvious case of this sort. It indicates that 
with the same quantities of land and capital (which are assumed 
for the sake of argument to be adaptable to the production of 
either commodity), the production of a barrel of beer requires 
twice as many man-hours in country A as in country B, while 
the production of a barrel of wine requires twice as many man¬ 
hours in country B as in country A. Consequently, producing 
a barrel of beer in country A means sacrificing two barrels of 
wine that could have been produced with the same resources. 
As it is sometimes expressed, the “ opportunity cost ” of a barrel 
of beer to the people of country A is two barrels of wine. Under 

1 J. B. Condliffe and A. Stevenson : The Common Interest in Inter¬ 
national Economic Organisation (Montreal, I.L.O., 1044), p. 68. 
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conditions of pure competition, the money cost of beer will tend 
to be twice as high as the money cost of wine. In country B, 
on the other hand, the production of a barrel of beer means 
sacrificing only half a barrel of wine. Clearly, it will pay both 
countries to engage in trade, country A exporting wine and 
importing beer, and country B exporting beer and importing 
wine, so long as the world price of beer is more than half the 
price and less than double the price of wine. 

Example II illustrates the case where one country is more 
efficient than the other in the production of both beer and wine. 
At first sight, it might seem that under these conditions there 
would be no advantage in international trade for country A, 
which has higher productivity in both fields of production. A 
little reflection will show that such is not the case. In coun¬ 
try A, the cost of a barrel of beer is 1.5 barrels of wine, in 
country B the cost of a barrel of beer is two barrels of wine. 
Thus, it will pay country B to export wine and import beer 
provided the price of beer is less than double the price of wine, 
and it will pay country A to import beer and export wine 
provided the price of beer is more than one-and-a-half times 
the price of wine. 

Example m illustrates the case where country A is not only 
more efficient in the production of both beer and wine, but where 
its relative superiority in production is exactly the same in both 
fields of production. In country A the cost of a barrel of beer 
is two barrels of wine, and in country B the cost is the same. 
Under these conditions, and only under these conditions, trade 
has no advantage for either country. 

From these simple illustrations, it can readily be seen that 
the conditions under which trade is not advantageous for all 
countries are virtually non-existent. Conditions under which 
the relative superiority in production of one country would be 
precisely the same in all fields of production are obviously 
conditions that would not prevail in any actual case. Even in 
the most efficient and highly productive countries, there will 
always be some areas of production in which the country’s 
relative superiority is less than in other fields, and consequently 
it will still pay that country to import those commodities in the 
production of which its relative superiority is less, and pay for 
them by exporting those commodities in the production of 
which its relative superiority is greater. 

By the same token, there need never be any fear that one 
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TABLE XVIII. TABLES ILLUSTRATING THE CONDITIONS FOR 
MUTUALLY ADVANTAGEOUS INTERNATIONAL TRADE 

EXAMPLE I 



Number of man-hours 

Number of man-hours 

In country 

needed to produce 

needed to produce 

one barrel of beer 

one barrel of wine 

A 

2 

1 

B 

1 

2 


EXAMPLE II 



Number of man-hours 

Number of man-hours 

In country 

needed to produce 

needed to produce 

one barrel of beer 

one barrel of wine 

A 

3 

2 

B 

! 

2 

1 


EXAMPLE III 



Number of man-hours 

Number of man-hours 

In country 

needed to produce 

needed to produce 

one barrel of beer 

one barrel of wine 

A 

4 

2 

B 

2 

1 


country could succeed in underselling others over the entire 
field of production. As Condliffe and Stevenson have put it, 

There is in fact no possibility of one country underselling others 
in all lines of trade. Trade is a two-way street. Imports are, and 
must be, paid for by exports. There may be a temporary disturbance 
of local industries by increased imports. It is obvious that undue 
fluctuations of imports are to be avoided. No business can be 
organised successfully if it is likely to be faced by a flood of suddenly 
cheapened imports. But two things must be said on this point. 
First, the best way to check sudden fluctuations of import prices 
is to create conditions — and international institutions — in which 
exchange depreciation and violent price fluctuations may be mini¬ 
mised. And, second, that tariffs or other import barriers are no 
protection against such fluctuations unless they are so high as to 
shut trade out at all times. 1 


1 The Common Interest in International Economic Organisation , op, cit, 9 
p. 70. 













210 


GENERAL REPORT 


The full theoretical advantages of completely free trade 
are, of course, unattainable in a world in which national policies 
are' conditioned by considerations of security as well as of 
economic efficiency, and in which heavy commitments of both 
human and material resources have been made on the assump¬ 
tion of the continuance of existing patterns of production and 
trade. But the greater the progress that can be made, despite 
these obstacles, toward the reduction of trade barriers, and the 
greater the resulting degree of specialisation, the greater will 
be the contribution that international trade will make to the 
raising of real wages and standard of living. 1 


International Trade and Employment 

Protectionist arguments appear to have particular validity 
in periods of widespread unemployment, for then the “foreign 
trade multiplier principle” applies with especial force. This 
principle, which states that the ultimate rise in national income 
is a multiple of the increase in export surplus of a country, may 
be readily understood. Suppose half the labour force in a 
country is unemployed. Then suppose that half the unemployed 
are put to work producing goods for export. These goods make 
no direct addition to the real income of the exporting country. 
But the newly employed have incomes to spend, and producers 
of raw materials and entrepreneurs in the export trade have 
higher incomes. In spending these new incomes, the recipients 
make it profitable to expand output of goods for domestic 
consumption, except to the extent that the new spending goes 
for imports. Thus both money and real national income rise 
when export surpluses increase, and when all secondary effects 
are taken into account, the total contribution of an export sur¬ 
plus to money income and to employment may be several times 
as great as the direct contribution of the surplus itself. 

However, the validity of this argument for an export surplus 
disappears with the disappearance of unemployment, and, in 
any case, the creation of an export surplus is not the only, nor 
is it often the best, means of eliminating unemployment. 
Various devices are available for creating job opportunities by 
increasing domestic spending: public investment, measures to 

1 For a fuller discussion of the case for freer trade and of the kinds of 
international arrangements needed to maximise the advantages to be 
drawn from it, see J. B. Condliffe and A. Stevenson : op. eit., Chapter III. 
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increase consumer spending, and measures to stimulate private 
investment at home. 1 These devices have the same general 
kind of “ multiplier ” effects as an export surplus, and in 
addition make a direct contribution to the standard of living 
at home. Selling more to foreigners than foreigners sell to you 
is, after all, a form of “ giving away goods ", which at the time 
can add to the domestic welfare only through its “ multiplier ” 
effects. 

Of course, an export surplus at one time may be offset by an 
import surplus later, especially if exports are financed by loans 
or gifts and are of a sort that increases the productivity of the 
importing country. In that case, the export surplus creates 
employment while it continues, and permits a higher standard 
of living later, when the import surplus develops. However, it 
must be remembered that the transition from an export surplus 
to an import surplus must be offset by increased domestic 
spending, if full employment is to be maintained. Thus, in a 
country facing a continuing problem of unemployment, a policy 
of creating an export surplus to be followed by an import sur¬ 
plus at a later date postpones, but does not avoid, the need for 
expanded domestic spending for the maintenance of full employ¬ 
ment. It is worth noting also that whenever the volume of 
domestic spending is in itself adequate to assure full employ¬ 
ment, an export surplus will have inflationary effects. 

A continuing export surplus, to meet a continuing problem 
of unemployment, is justified from a purely economic viewpoint 
only if one of the following three conditions is satisfied: 

1. If the efficiency of other countries improves so much, 
as a result of exporting capital to them, that a balanced 
expansion of trade becomes possible, such that, with the money 
value of the export surplus remaining undiminished, the contri¬ 
bution of increased imports to the standard of living of the 
export-surplus country is greater than would result from public 
investment or consumer spending creating an equal amount of 
employment. 

2. If the reaction of private enterprise to public investment, 
or to publicly assisted private investment or consumer spending, 
is so unfavourable as to outweigh the favourable effects of such 
policies on national income. 


1 Cf. I.L.O.: The Maintenance of High Levels of Employment during the 
Period of Industrial Rehabilitation ana Reconversion, op. cit.. Chapter 2. 
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3. If there is some constitutional or other fixed financial 
limit to domestic public spending, but not to foreign loans or 
gifts designed to promote export surpluses. 

It seems unlikely that any of these conditions will hold if 
mass unemployment once again becomes a world problem. 
While foreign investment by “ excess-savings ” countries will 
greatly aid in reconstruction, it must be remembered that the 
principle of the “ foreign trade multiplier ” has at least some 
degree of symmetry. In the long run, an increase in the import 
surplus in a country already facing a deficiency in effective 
demand may, in the absence of counteracting measures to 
sustain demand, lead to a decline in employment greater than 
the number of workers immediately displaced through increased 
imports. With respect to the second condition, there is no 
evidence — either analytical or empirical — to suggest that 
public spending ever discourages private investment so much 
that national income may actually be lower with it than 
without it, and there is considerable evidence to the contrary. 1 
Moreover, there are indications that the attitude of private 
entrepreneurs towards public spending is becoming more 
favourable; for example, the support of public investment 
expenditure by employer delegates at the 26th Session of the 
International Labour Conference (Philadelphia, 1944), and the 
conclusions reached by the International Development Works 
Committee of the I.L.O. in January 1946 concerning the points 
to which careful consideration should be given by Governments 
in planning public investment. 2 With respect to the third 
condition, it is possible that increased public spending at home 
may encounter stronger opposition in some quarters than 
increased lending or giving abroad, but the actual strain on the 
finances of the country is the same in both cases. 

Finally, an export surplus must be financed somehow — by 
foreign lending, by imports of gold, or by special arrangements 
such as Lend-Lease, Mutual Aid, the Hyde Park Agreements, 
U.N.R.R.A. or the Marshall Plan. None of these methods of 
financing an export surplus contributes anything directly to the 
standard of living of the exporting country. Moreover, every 
country in the world cannot have an export surplus in goods or 
services. A “ favourable ” balance of trade for one country 


1 Cf. I.L.O.: Publie Investment and Full Employment, op, eit., Part IV. 
* Cf. Idem., pp. 303-305. 
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necessarily means that some other countries have “ unfavour¬ 
able ” balances. Once post-war reconstruction is completed, the 
favourable effects upon (say) United States income and 
employment of a United States export surplus may be obtainable 
only at the cost of opposite effects in countries with continuing 
import surpluses and an inadequate level of effective demand for 
labour. 

At present, this argument does not hold. In the devastated 
countries there is no lack of effective demand for goods and 
services in general, and such unemployment as there is arises 
mainly out of shortages of raw materials and equipment. 
During the rest of the transition period, United States and 
Canadian exports of materials, equipment and foodstuffs to 
these countries will not only meet very pressing needs, but will 
also provide these countries with the means of putting men to 
work. 1 In underdeveloped countries like India and China, 
imports financed by loans from abroad will help to eliminate 
“ disguised unemployment ”. 2 The day is no doubt far distant 
when countries in this latter group will have accumulated such 
vast quantities of efficient plant and equipment and will have 
incomes so high that they will enter the group of “ excess 
savings ” countries in which special measures are required to 
maintain spending at a full employment level. This day may, 
however, be expected to arrive a good deal sooner in the case 
of certain of the countries in which the recovery from war 
damage is proceeding rapidly. When this time comes, a 
continued import surplus in the countries concerned will neces¬ 
sitate the development of offsetting sources of full employment. 


Trade between Countries with Different 
Wage Standards 

Some workers, and some employers, while agreeing with the 
general principles set forth above, may argue that they do not 
apply in the case of countries whose wage standards are very 
much lower than their own. Between the wars, a familiar 
argument of workers, employers and Governments alike was 
that low wage rates in other countries justify trade restrictions 


1 Cf. I. L. 0.: The Maintenance of High Levels of Employment during 
the Period of Industrial Rehabilitation and Reconversion (Montreal, 1945). 

* Cf. I. L. 0.: The Economic Background of Social Policy including Pro¬ 
blems of Industrialisation, op. cit., pp. 147-148 and 158-164. 
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designed to “ protect the higher standard of life ” of high-wage 
countries. Sometimes, too, employers with an eye to exports 
would justify resistance to wage increases at home on the 
ground that low wages in competing countries made them 
undesirable. The dissenting report of the Canadian Royal 
Commission on Price Spreads (1936), for example, emphasised 
the necessity of avoiding undue increases in costs through 
increases in wages, if Canada was to maintain the volume of 
exports necessary for full employment and a high standard of 
living. 1 In Australia, as has been indicated in the previous 
chapter, basic wage rates were deliberately reduced in 1931 as a 
recovery measure; and, while the wage cut was justified by a 
variety of arguments at the time, the necessity of reducing costs 
to enable exporting industries to meet the fall in world prices 
seems to have been the factor that weighed most heavily in the 
decision. In Great Britain, the relation of wage costs to exports, 
and thus to maintenance of the gold standard, was a subject of 
bitter controversy during much of the period from 1918 to 1931, 
when the country was struggling to create a price-cost structure 
suitable to a return to the gold standard at the pre-war rate of 
exchange between the pound sterling and the dollar. Efforts 
were made to reduce wage costs so as to permit reductions in 
the prices of British exports, and thus improve Great Britain’s 
competitive position in world markets. These efforts were 
resisted by organised labour, the resistance culminating in the 
general strike of 1926, just one year after the gold standard was 
re-established. The issue continued to be a source of social 
friction until the country abandoned the gold standard again 
in 1931. 

The problem has been posed again by the Swiss Committee 
on Economic Research : 

In those branches of the economy which are exposed to foreign 
competition, unduly high wages lead automatically to decline in 
business activity and consequently in the level of employment. In 
undertaking to maintain a high level of employment, the State finds 
itself confronted with a serious dilemma : If it allows the brake of 
foreign competition to operate freely, and if it prevents price 
increases ... by price control, unemployment will result... If, on the 
other hand, it eliminates the action of this brake ... it favours an 
inflationary development.. . 2 

1 Rotal Commission on Price Spreads : Report (Ottawa, 1937), pp. 
303-304. 

* “■ La Politique de Conjoncture en Suisse dans l’Aprbs-Guerre ”, 76* 
rapport de la Commission de recherches 4conomiques, Supplement de la Vie 
Eeonomique, No. 12, December 1946, p. 11. 
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It is no doubt true that any country exporting a large pro¬ 
portion of its total production faces painful readjustments 
whenever its cost structure gets out of line with the cost struc¬ 
ture of competitors. A rise in wage rates in export industries, 
or in industries engaged in producing or transporting raw 
materials and equipment for export industries, will tend to 
reduce exports, unless the entire wage increase can be absorbed 
without a rise in prices of exports, or unless the demand for 
exports is completely unresponsive to changes in price. A 
decline in exports will tend in turn to reduce employment in the 
export industries. Of course, workers so displaced may be 
re-employed elsewhere. If such re-employment does not occur 
automatically, it could be brought about by measures to stimu¬ 
late increased domestic consumption (family allowances, social 
security benefits, etc.), increased domestic private investment 
(subsidies, lower interest rates, government risk-sharing, tax 
reductions), or by a public investment programme. 1 However, 
such a reorganisation of the economy might cause temporary 
hardships for large numbers of workers and employers, and 
might, even in the long run, yield a lower standard of living for 
workers as a whole than the use of the same labour to produce 
exports which could be utilised to pay for imports. 

At the same time, a situation in which a country’s cost 
structure is out of line with that of competing countries provides 
no justification for paying wages which represent a smaller 
share of the total production than the workers’ contribution 
to it — in technical economic parlance, a wage rate lower than 
the “ marginal net revenue product ” of labour. Wages in any 
country can and should be equal to marginal net revenue 
product, even if labour in a competing country is being exploited, 
in the sense that wage rates there are lower than marginal net 
revenue product. Two wrongs do not make a right, and it is no 
remedy for exploitation in one country to introduce it in 
another. 2 

1 Some such measures are outlined in I.L.O.: The Maintenance of 
High Levels of Employment during the Period of Industrial Rehabilitation 
and Reconversion, op. cit., and Public Investment and Full Employment, 
op. cit. 

1 It is true that labour exploitation abroad might have somewhat 
arbitrary effects on the wage structure in a country with a more mature 
labour movement. If exploitation abroad results in importation of a parti¬ 
cular category of finished goods on a scale that would be impossible if foreign 
workers were paid a full marginal productivity wage, the effect will be to 
displace workers in the same industry at home, reducing employment there 
and (assuming an effective employment policy) increasing employment in 

[Footnote continued overleaf] 
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When the cost structure of a country gets out of line with 
that of its competitors, realignment of wages is not the only 
solution to the problem. A simpler and less onerous solution 
may lie in depreciation of the foreign exchange value of the 
currency. As pointed out above, most of the favourable results 
of the wage cuts in Australia in 1931 might have been obtained 
by a greater exchange depreciation (assuming that such action 
was feasible and would not have led to completely offsetting 
retaliation by other countries), with the great advantage of 
avoiding the labour-management friction involved in wage cuts, 
as well as the inventory losses and the increase in the real 
burden of public and private indebtedness involved in any drop 
in the price level. 

In certain cases a further alternative may be the subsidising 
of exporters whose costs are higher than those of their compe¬ 
titors in other countries because they pay fair wages while these 
competitors exploit their workers. True, a system of subsidising 
exports opens the door to political favouritism, and may serve 


other industries. The marginal productivity of labour in the contracting 
industry will rise or fall, depending on the relative effect of (a) the fall in 
price of the product, and (b) the reduction of output and employment in 
the industry, and marginal productivity in the expanding industry will fall. 
Under competitive conditions, wage rates in the contracting industries may 
either rise or fall; wage rates in the expanding industry will tend to fall. 
Wage rates in industries competitive with the contracting industries may 
either rise or fall, and wage rates in industries competitive with expanding 
industries will tend to fall. Wage rates in industries complementary to the 
contracting industries will probablv fall, and those in industries complemen¬ 
tary to expanding industries will probably rise. Thus, the whole wage 
structure may be altered by imports based on exploitation of foreign labour. 
Importation of raw materials cheaper than would be possible without 
exploitation of labour abroad will tend to reduce employment in competitive 
material-producing industries, and to increase employment and lower wages 
in material-using industries. Importation of equipment from such countries, 
on the other hand, will leave marginal costs unchanged, so long as the rate of 
obsolescence rather than wear and tear determines the life of the equipment. 
Consequently, it will tend to leave employment in industries using the 
equipment unchanged. At the same time, it will raise the marginal efficiency 
of capital, and result in higher effective demand for labour in general. It may 
also accelerate the rate of replacement of capital by superior equipment, 
and so lead to a more rapid rise in productivity of labour. 

From the foregoing, it is evident that the wage structure of countries 
importing from countries where labour is exploited will be different from the 
wage structure that would prevail without such imports. However, it is not 
possible to say precisely what that effect will be without detailed data on 
relative price and income elasticities of demand and supply of various 
finished goods, raw materials, capital goods, and types of labour skill. 
Consequently, the analysis in terms of general wage levels and standards of 
living as a whole is more fruitful than analysis in terms of wage-price struc¬ 
tures. In any case, so long as workers as a group benefit from international 
trade, deleterious effects on particular categories of workers could be offset 
by payroll subsidies or similar devices. 
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only to delay needed changes in the organisation of a dynamic 
economy. It is also disruptive of normal trade relations, and 
belongs to the category of commercial policies that is most 
likely to evoke retaliation. However, if conditions are such 
that exchange depreciation cannot be undertaken, and a reduc¬ 
tion of wage rates below the marginal productivity level is the 
only alternative, the use of export subsidies would warrant 
serious consideration, wherever the long-term outlook for the 
export industries is favourable despite short-term difficulties. 

It has often been stated by advocates of free trade that 
wage differences do not mean corresponding differences in cost 
of production, and therefore do not indicate a competitive 
advantage for low-wage countries, since a low wage is merely 
an indication of low productivity of labour ; whether an employer 
pays 10 dollars a week for ten units of output, or 100 dollars a 
week for a hundred units, it is argued, his wage costs per unit 
are the same. 1 

This argument is valid to the extent that the wage differ¬ 
entials concerned do in fact reflect differences in the produc¬ 
tivity of labour. In some cases, however, they may reflect 
differences in the bargaining power of workers in the two 
countries. Part of the difference in wage rates may result 
from exploitation of labour in the low-wage country, in the 
sense of paying less than full marginal net revenue product, 
while workers in the high-wage country are more successful in 
getting wages corresponding to their marginal net revenue 
product. If workers in each country produce a hundred units 
of output per week, but are paid 10 dollars in one country and 
100 dollars in the other, wage costs are ten times as high in 
the high-wage country as they are in the low-wage country. 

If the markets for labour (and for finished products) were 
perfectly competitive in all countries, such exploitation of course 
could not exist, and it could be assumed that the productivity 
of labour differed by the full amount of the difference in wages. 
In reality, such conditions rarely, if ever, exist. As indicated 
in Chapter HI, more typical of the conditions in which wages 
are actually determined is a situation in which a small number 
of employers, in tacit or formal agreement, are faced by large 
numbers of workers, who may or may not be organised. Where 
labour is largely unorganised, as it is in most of the relatively 

1 See, for example, Beveridge and others : Tariffs, the Case Examined 
(London, 1931). 
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undeveloped countries, wage rates may be appreciably below 
the marginal productivity level. In more advanced countries, 
where labour is better organised, the enhanced bargaining 
power conferred by unionisation will tend to keep wage rates 
at or near the marginal net revenue product level. With these 
differences in bargaining conditions, the differences in wage 
rates will result in differences in wage costs, and industries in 
a low-wage country may have a strong competitive advantage 
in world markets. 

It does not follow, even where the wage differentials do not 
represent commensurate differences in productivity, that the 
proper policy for a high-wage country is to impose restrictions 
on trade with low-wage countries. Given effective full employ¬ 
ment policies of the sort mentioned above, it would always be 
possible to re-employ in other occupations the workers displaced 
as a result of imports from low-wage countries. The high-wage 
country as a whole would then benefit by the import of commo¬ 
dities at the low prices made possible by the exploitation of 
foreign workers. In effect, the workers of low-wage countries 
would be selling their manpower cheaply, so that workers in 
the high-wage country could enjoy a higher standard of living. 
Only the workers in the low-wage countries would have any 
selfish reasons for protesting against free international trade 
under these conditions. 

There is one situation in which a wage differential of this 
kind would justify temporary restrictions on trade. If labour 
in the low-wage country were in the process of organising, so 
that the prospect of higher wages was in sight, the competitive 
advantage of the low-wage country might be only a temporary 
one. After a few years of successful development of trade 
unions, that part of the wage differential which was due to 
exploitation of labour in the low-wage country might be 
eliminated, and there might no longer be any advantage to the 
higher wage country in importing the commodities concerned 
from abroad rather than producing them at home. Given such 
a prospect, it would be foolish to scrap existing plant and 
equipment simply because wage costs were relatively high for 
the time being. A case might even be made for protecting 
industries that were in the course of expansion, though here the 
risk of error in estimating future movements of costs would 
naturally be great. 

Even in such cases, however, there is probably more to be 
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gained in the long run from co-operation among all concerned, 
with a view to raising living standards in the low-wage countries, 
than there is from any system of trade restrictions, however 
ingenious or temporary it may be. 1 It should also be noted 
that there may be cases in which, even if the progress of labour 
organisation in the low-wage country leads to an actual reversal 
of the original cost differential, so that the high-wage country 
now finds itself with the lower costs, it may still pay that country 
to import the products of the industry in question. For there 
may be other fields of production in which the superiority of 
the high-wage country is even more marked. 


1 Cf. D. B. Das Gupta : International Wage Dieparitiee (New Delhi, 
Indian Council of World Affairs, 1947), pp. 11-16. 


is 



CHAPTER IX 


WAGE GUARANTEES : PURPOSE AND MAIN TYPES 

One of the main objectives of the wage-earner, as of other 
citizens, is greater security of income. The objective is one 
which may be approached in two main ways: by stabilising 
earnings over as long a period as possible, and by providing 
other sources of income when gainful employment is for any 
reason interrupted. The first approach has led in recent years 
to an increasing demand for one form or another of wage 
guarantee. 

To appreciate the importance attached to this demand, it is 
sufficient to note the extent of the fluctuations in the employ¬ 
ment and income of wage-earners. While the existence of a 
considerable degree of instability in earnings is a matter of 
common knowledge, the extent of such instability even in years 
of high employment is not generally realised. Data showing 
variations in the weekly earnings of individual workers during 
a year would provide the best measure of the instability of 
workers’ earnings, but unfortunately such data are not avail¬ 
able. The figures given in tables XIX-XXI below showing fluc¬ 
tuations in the average level of unemployment, in employment 
throughout the year in certain industries, and in the man¬ 
hours worked in certain plants, do, however, afford some indi¬ 
cation of the losses in earnings suffered by workers as a result 
of such fluctuations in employment. Table XXII below shows the 
variations which took place in the average half-yearly earnings 
of workers in three basic steel plants in the United States 
from 1937 to 1941 inclusive. 


Fluctuations in Employment and Earnings 

Average Level of Unemployment 

The average annual percentages of workers unemployed 
from 1929 to 1946 in thirteen countries are shown in table XIX. 
In recent years, owing to the exceptional circumstances of the 
war and post-war transition periods, employment has been 
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maintained at consistently high levels in most of these coun¬ 
tries ; in 1947, for example, the average proportion of workers 
unemployed in Canada was only 2 per cent., in Denmark 4.9 
per cent., and in the United States 3.6 per cent. Even these 
proportions, which approach the minimum attainable in a 
modern economy in which workers are free to offer or withhold, 
and employers to accept or reject, their services 1 , represent 
substantial absolute numbers of people affected by insecurity 
of earnings. Taking into consideration the average number of 
dependants per worker, 3.6 per cent, unemployment in the 
United States means that on the average throughout the year 
over five million persons suffer the losses in earnings and 
the various related hardships which result from unemployment. 2 3 

In the years before the war, as the table shows, unemploy¬ 
ment was much more severe. Even in 1937, the “ boom ” year 
of this period, the amount of unemployment was still consi¬ 
derable : on the average throughout the year the proportion 
of workers unemployed ranged from 8.8 per cent, in Czecho¬ 
slovakia to 29.2 per cent, in the Netherlands. 

While the figures quoted vary in scope and reliability, they 
show clearly that unemployment was a serious problem even in 
the most prosperous years of the 1930’s, and that the number 
of persons affected was still substantial in some countries even 
in the post-war transition period. It should be noted, moreover, 
that the actual number of workers who experienced unemploy¬ 
ment in the course of the year must in all cases have been 
much greater than the averages shown. Each of the figures in 
the table is an average for an entire country over a full 
year; monthly or weekly figures would show higher levels of 
unemployment at particular times; and detailed figures for 

1 It must, however, be noted that considerably lower rates of unemploy¬ 

ment have been achieved in certain other countries. For example, in 1947, 
the average annual proportion of workers unemployed was 1.2 per cent, in 
Switzerland and 1.1 per cent, in Australia (see table XIX below). Unemploy¬ 
ment in New Zealand during the year ended 31 May 1947 averaged less than 
0.1 per cent, of the labour force. (Calculated from New Zealand Employ¬ 
ment Service : Half-Yearly Survey of Employment, July 1947, table XV, 
p. 38.) Lord Beveridge, speaking of the United Kingdom, has expressed 
the view that “ 3 per cent, appears as a conservative, rather than an unduly 
hopeful aim to set for the average unemployment rate”. (W. H. Beveridge ; 
Full Employment in a Free Society (London, 1944), p. 128.) 

3 The population of the United States is approximately 2.4 times the 
size of the labour force, so that the number of persons affected by unemploy¬ 
ment is about 2.4 times the number of unemployed which averaged 2.14 
million in 1947. The total number of individual workers who suffered some 
degree of unemployment during the year was, of course, much greater than 
2.14 million. 
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TABLE XIX. PERCENTAGES OF WORKERS UNEMPLOYED 
IN 13 COUNTRIES, 1929-1946 


Year 

Australia 

Belgium 1 

Canada 

Czecho¬ 

slovakia 

Denmark 

Ireland 

Nether¬ 
lands * 

Norway 

Poland 

Sweden 

Switzer¬ 
land * 

United 

Kingdom 

United 

States 

1929 

11.1 

1.9 

4.2 

2.2 

15.5 


7.1 

15.4 

4.9 

11.2 

3.5 

10.4 

3.1 

1930 

19.3 

5.4 

12.8 

4.5 

13.7 

— 

9.7 

16.6 

8.8 

11.8 

10.6 

16.0 

8.8 

1931 

27.4 

14.5 

17.4 

8.3 

17.9 

— 

18.1 

22.3 

12.6 

16.7 

18.0 

21.3 

16.1 

1932 

29.0 

23.5 

26.0 

13.5 

31.7 

— 

29.5 

30.8 

11.8 

22.2 

21.3 

22.1 

24.0 

1933 

25.1 

20.5 

26.5 

16.9 

28.8 

— 

31.0 

33.4 

11.9 

23.4 

19.3 

19.9 

25.2 

1934 

20.5 

23.4 

20.6 

17.4 

22.1 

— 

32.1 

30.7 

16.3 

18.0 

15.9 

16.7 

21.6 

1935 

16.5 

21.7 

19.0 

15.9 

19.7 

_ 

36.3 

25.3 

16.7 

15.1 

17.7 

14.7 

19.9 

1936 

12.2 

16.2 

16.7 

13.1 

19.3 

— 

36.3 

18.8 

15.6 

12.6 

18.5 

12.4 

16.5 

1937 

9.3 

13.1 

12.5 

8.8 

21.9 

_ 

29.2 

20.0 

14.6 

10.8 

12.5 

10.0* 

13.8 

1938 

8.7 

17.6 

15.1 

9.1 

21.4 

— 

27.2 

22.0 

12.7 

10.9 

13.1 

11.8 

18.7 

1939 

9.7 

,18.8 

14.1 

— 

18.4 

15.6 

21.7 

18.3 

14.1 4 

9.2* 

9.4 

9.3 

16.5 

1940 

8.0 

—- 

10.1 

— 

23.9 

15.5 

22.9 

23.1 

— 

11.8 

5.2 

6.1* 

14.6» 

1941 

3.7 

_ 

8.0 

_ 

7.6* 

14.6 

18.8* 

11.4 

_ 

11.3 

3.7 

2.0 10 

9.9 

1942 

1.6 

— 

5.3 

— 

9.1 

14.2 

— 

— 

— 

7.5 

3.9 

0.8 

4.7 

1943 

1.1 

— 

2.2 

— 

6.3 

12.5 

— 

— 

— 

5.7 

2.9 

0.6 

1.9 

1944 

1.2 

— 

1.8 

— 

4.6 

11.3 

— 

— 

— 

4.9 

3.3 

0.5 

1.2 

1945 

1.2 

_ 

3.8 

_ 

8.2 

10.6 

_ 

5.3“ 

_ 

4.5 

2.6 

1.1 

1.9 

1946 

1.4 

— 

3.0 


4.7 

10.6 

— 

3.6 

— 

3.2 

1.3 

2.5 

3.9 

1947 

1 12 

— 

2.0 

I — 

4.9 

9.7 

— 

3.1 

—. 

2.8 

1.1 

3.1 

3.6 


Source: International Labour Office : Year Book of Labour Statistics 1945-4K 
(Montreal, 1947), pp. 66-71; and International Labour Review , Vol. LVI, No 2, Aug. 1947, 
pp. 236-239. The figures for the United Kingdom from 1941 to 1946 were calculated from 
monthly data published in various numbers of The Ministry of Labour Gazette issued during 
these years and in 1947. The figures for 1947 for all countries were calculated from data 
communicated to the I.L.O. 

1 Days lost as a percentage of total possible working days of insured workers during 
the month. 

• The series were discontinued in 1942. 

• Total of wholly and partially unemployed. 

4 Jan.-June. 

• Including agricultural workers. 

• The figure for 1940 and those for later years relate to females between 14 and 
60 years of age. (On 1 July 1940, women of 60 years of age and over ceased to be 
insurable against unemployment because they became entitled to pensions under the 
Old-Age and Widows’ Pensions Act, 1940.) 

I The figure for 1940 includes an allowance for January and February. 

• New series : June-December. 

• Jan.-July. 

*• The figure for 1941 and for later years includes non-manual workers with a rate 
of remuneration exceeding £250 but not exceeding £420 a year, who first became 
insurable in September 1940. 

II July.-Dec. 

Note: The sign- between two figures of a series signifies that the former 

series has been replaced by another, or revised. 

particular plants or industries would reveal cases in which 
unemployment was much more severe than it was on the 
average in industry as a whole. 

Thus, in 1933, a depression year, when the average level 
of unemployment in all industries in Denmark was 28.8 per 
cent., the average in agriculture was 39.6 per cent.; and in 
the United States, where average unemployment in all industries 
was 26.4 per cent., the average in the metal industry was 
43 per cent. In the United Kingdom in the same year the 
average for all insured workers, excluding agricultural work- 
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ers, was 19.9 per cent., while 25.1 per cent, were unemployed 
in general engineering, 38.0 per cent, in steel and 59.3 per 
cent, in shipbuilding. 1 


Variations in Employment throughout the Year 

Table XX below shows the seasonality of employment in six 
industries in the United States in 1938. 


TABLE XX. SEASONALITY OP EMPLOYMENT IN SIX INDUSTRIES 
IN THE UNITED STATES IN 1938 
Index numbers : average for each month for 1938 


Month 

Auto¬ 

mobiles 

Cement 

Women’s 

clothing 

Boots 

and 

shoes 

Radios 

and 

phono¬ 

graphs 

Confec¬ 

tionery 

January. 

104.0 

99.0 

97.0 

100.0 

95.0 

97.5 

February.... 

106.0 

97.5 

104.0 

104.5 

88.0 

98.0 

March. 

107.0 

98.5 

108.5 

105.5 

84.0 

98.5 

April. 

106.0 

100.0 

108.0 

103.0 

84.0 

94.0 

May. 

105.0 

100.0 

103.0 

98.5 

88.0 

91.0 

June. 

102.5 

102.5 

93.5 

96.5 

98.0 

89.5 

July. 

90.0 

103.0 

82.5 

101.5 

99.0 

86.0 

August. 

82.0 

102.5 

100.0 

104.5 

108.0 

91.0 

September... 

90.0 

101.0 

104.0 

101.5 

116.0 

111.5 

October. 

100.0 

100.0 

104.5 

98.5 

122.0 

118.0 

November... 

102.5 

97.5 

98.5 

91.0 

112.0 

114.0 

December ... 

105.0 

98.5 

96.5 

95.0 

106.0 

111.0 


Source: Guaranteed Wages: Report to the President by the Advisory Board, Office of 
War Mobilization and Reconversion, Office of Temporary Controls, Murray W. Latimer, 
Research Director (Washington, 31 Jan. 1947), p. 189. 


As the table shows, each of these industries experienced 
substantial seasonal fluctuations, although with two exceptions 
their products were used regularly throughout the year and 
there was no substantial problem of seasonality in raw mate¬ 
rials or supplies. In the automobile industry, for example, 
employment fell progressively from 107.0 in March to 82.0 in 
August. The women’s clothing and the boot and shoe industries 
had two seasonal peaks of employment, one in the spring and 
the other in the early autumn. It is true that 1938 was a 
year of depression in the United States ; in good times seasonal 
fluctuations are less marked. It is true also that in certain 
industries the seasonal peaks provide employment for groups 


1 Cf. International Labour Office : Tear Book of Labour Statistics 
1945-1946 (Montreal 1947), pp. 72-81. 
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of workers (such as students, housewives and others who enter 
the labour force only for brief periods, and farm workers 
available for other work at certain seasons) who would other¬ 
wise be unemployed, and thus contribute to security rather 
than insecurity of employment and earnings. To the extent, 
however, that seasonal fluctuations produce irregularity in the 
employment of persons seeking regular work, they are a cause 
of insecurity. 1 


Variations in Employment within Plants 

The full impact of variations in the level of economic acti¬ 
vity upon the employment of individual workers is more appa¬ 
rent from the employment data of individual plants, however, 
than from those for an industry, since the individual worker’s 
employment depends on the level of production of the particu¬ 
lar plant in which he is employed. The following table shows 
indexes of total man-hours worked from 1937 to 1941 in the 
steel industry and in three representative steel plants in the 
United States. 2 

The table brings out two important points. First, con¬ 
siderable variations in employment take place from month to 
month. Secondly, variations in employment in individual plants 
are generally greater than in the industry as a whole. 3 

An examination of weekly or daily data would show still 
greater variations than the monthly data given in the table, 
since it is common practice for workers to be laid off for a day 
or two. For example, in no year in the 1930’s did the lay-off 
rate in manufacturing industries in the United States fall below 
2 per cent, per month, or 25 per cent, per year. This amounts 
to six to eight million lay-off notices a year. 4 Of course, the 


1 Cf. Guaranteed Wages, op. cit., p. 24. 

* For similar employment data for nine other plants in the steel industry 
and for several plants in sixteen other United States industries see Guaranteed 
Wages, op. cit., pp. 225-227. Actually, of all the twelve steel plants for 
which data are given in this report on guaranteed wages, employment was 
steadiest in the plant shown as plant 1 in table XXI below (plant 8 in the 
Official United States report). 

* A comparison of the relative variations in man-hours of employment 
between plants 1, 2 and 3 with the probable gross costs of operating various 
types of guaranteed wage plans in these three steel plants shows that there 
is dose correlation between such costs and man-hours of employment 
(see bdow. Appendix I, table I). 

4 Guaranteed Wages, op. cit., p. 23. 
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lay-off rate is much higher in some months and in some 
industries and plants than in others. 

The effects of lay-off are reflected in data showing the 
weekly hours worked by workers in different industries. For 
example, the average actual hours worked per week per worker 


TABLE XXI. INDICES OP MAN-HOURS WORKED IN THE IRON AND 
STEEL INDUSTRY AND IN THREE STEEL PLANTS IN THE UNITED 
STATES, 1937-1941 1 
Base : 1939 average — 100 


Year and month 

Industry 

Plant 1 

Plant 2 

Plant 3 

1937 





January. 

137.7 

104.7 

122.3 

165.0 

February. 

141.0 

109.9 

127.5 

165.5 

March. 

147.6 

113.5 

124.3 

168.4 

April. 

148.4 

116.9 

130.1 

175.2 

May. 

146.3 

118.2 

135.2 

177.5 

June. 

124.3 

118.4 

137.7 

177.2 

July. 

132.8 

112.7 

124.7 

169.0 

August. 

143.2 

118.3 

131.3 

189.6 

September. 

132.8 

120.8 

116.3 

173.6 

October. 

122.5 

114.6 

100.0 

135.6 

November. 

97.6 

99.0 

88.5 

84.5 

December. 

79.8 

78.1 

57.0 

61.9 

1938 





January. 

66.1 

75.6 

55.7 

51.7 

February. 

68.8 

83.8 

55.0 

34.6 

March. 

69.5 

79.9 

71.3 

52.8 

April. 

68.6 

73.5 

57.7 

40.7 

May. 

66.8 

68.9 

57.5 

56.5 

June. 

61.7 

67.2 

58.2 

23.2 

July. 

60.1 

67.9 

71.9 

43.4 

August. 

69.4 

76.6 

73.8 

44.1 

September. 

71.5 

73.4 

72.1 

48.2 

October. 

78.1 

76.4 

69.0 

55.6 

November. 

86.0 

86.4 

68.3 

68.3 

December. 

88.0 

87.7 

68.6 

59.0 

1939 





January. 

88.2 

87.7 

68.9 

75.3 

February. 

89.6 

86.9 

87.7 

67.7 

March. 

91.1 

88.3 

99.2 

83.8 

April. 

89.2 

90.8 

98.3 

72.5 

May. 

86.1 

94.0 

99.3 

65.5 

June. 

89.5 

101.1 

94.6 

67.4 

July. 

84.5 

97.7 

83.9 

67.3 

August. 

95.6 

10^,0 

95.0 

84.6 

September. 

98.3 

105.3 

94.9 

104.3 

October. 

126.7 

115.4 

122.0 

170.4 

November. 

130.5 

115.8 

132.0 

i 174.7 

December. 

130.9 

115.3 

124.2 

166.4 


Source: Guaranteed Wages, op. cit., pp. 223-226. 

1 The industry indices were computed by multiplying indices of wage-earner employ¬ 
ment by the average weekly hours worked as reported by the Bureau of Labor Statistics. 
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TABLE XXI. INDICES OF MAN-HOURS WORKED IN THE 
IRON AND STEEL INDUSTRY AND IN THREE STEEL PLANTS IN THE 

united states 1937-1941 1 (cont.) 

Base: 1939 average = 100 


Year and month 

Industry 

Plant 1 

Plant 2 

Plant 3 

1940 

January. 

—i- 

122.3 

114.8 

124.2 

157.7 

February. 

113.3 

112.9 

116.2 

94.5 

March. 

105.5 

111.7 

116.2 

98.3 

April. 

102.1 

110.8 

117.8 

88.6 

May. 

106.7 

115.7 

122.3 

107.0 

June. 

116.9 

123.7 

135.4 

133.2 

July. 

119.6 

119.9 

120.2 

136.2 

August. 

127.9 

117.7 

121.0 

154.0 

September. 

129.4 

120.5 

122.7 

157.2 

October. 

132.2 

118.4 

124.9 

152.7 

November. 

134.7 

119.0 

137.4 

152.3 

December. 

140.9 

121.1 

144.3 

164.6 

1941 





January. 

138.2 

123.8 

145.8 

153.3 

February. 

142.5 

119.8 

153.1 

143.3 

March. 

144.4 

130.5 

162.4 

155.5 

April. 

144.6 

132.9 

160.5 

140.8 

May. 

149.8 

137.3 

161.7 

162.2 

June. 

155.0 

143.2 

173.9 

164.6 

July. 

148.9 

137.1 

161.4 

166.6 

August. 

155.8 

143.6 

172.2 

168.8 

September. 

150.7 

141.9 

152.9 

154.9 

October. 

153.4 

143.7 

164.3 

159.6 

November. 

153.6 

139.2 

164.4 

157.2 

December. 

154.2 

135.5 

158.9 

157.3 


1 See preceding page. 


in Poland in December 1936 were 42.5 in industry as a whole, 
as against 39.3 in the textile industry, 41.7 in the building 
industry and 45.7 in the chemical industry. Again, while the 
average actual hours worked per worker per week in all 
industry in Poland were 43.7 in both June 1938 and June 1939, 
the hours worked per worker declined in the leather and skin 
industry from an average of 44.4 per week in June 1938 to 
42.6 in June 1939 and increased in the clothing industry from 
41.3 in June 1938 to 42.3 in June 1939. 1 

If all the factors which make for loss of employment be 
taken into account, it is obvious that the number of individual 
workers who receive less than full-time employment during a 
year is much greater than is generally realised, and certainly 

1 International Labour Office : Year Book of Labour Statistics, 
1945 1946 (Montreal, 1947), p. 100. 
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much greater than is revealed by a study of percentages of 
general employment only. It is apparent that considerable 
losses of income are suffered by workers who become wholly 
unemployed or work less than normal hours as a result of 
short-time operation due to temporary shortage of raw mate¬ 
rials, bad weather, or the closing down of parts of a plant 
for maintenance. 

Economic and Social Losses Due to Full and Partial 

Unemployment 

The effects of full and partial unemployment are reflected 
in variations in the average earnings of the workers. Table XXII 
shows the average half-yearly earnings of workers in three 
basic steel plants in the United States from 1937 to 1941. 1 

TABLE XXII. AVERAGE HALF-YEARLY EARNINGS OF STEEL¬ 
WORKERS IN THREE BASIC STEEL PLANTS IN THE UNITED 

STATES, 1937-1941 


Year 

Average earnings 
in dollars 

Percentage change 
from earnings 
in the first half of 1937 

• 1937 : 1st half ... . 

745 


2nd half .... 

633 

—15 

1938: 



1st half .... 

399 

—46 

2nd half .... 

468 

—37 

1939 : 



1st half .... 

584 

—22 

2nd half .... 

712 

— 4 

1940: 



1st half .... 

704 

— 4 

2nd half .... 

806 

+ 8 

1941 : 



1st half .... 

884 

+19 

2nd half .... 

1,001 

+34 


Source: Calculated from Guaranteed Wages , op. cif., p. 196, table 4(a). 


1 Cf. Guaranteed Wages t op. cit., pp. 190-197. One of the plants was 
selected from the United States Steel Corporation group ; the second from 
a corporation of medium size ; the third from a relatively small producer. 
The basic steel industry was chosen for the purpose of illustrating the effect 
of variations in employment upon the earnings of individual workers, because 
steelworkers do not appear to accept jobs readily in other industries even 
during a depression, so that their actual earnings contain only small supple¬ 
mentary amounts. Secondly, all companies in the basic steel industry are 

f enerally affected by cyclical changes in demand at about the same time, 
ncome data applying to the workers of a few plants in the basic steel 
industry, therefore, are fully representative of such data for the whole 
industry or for a single plant, and are illustrative of the variations in actual 
earnings suffered by individual workers. 
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It will be noticed that considerable changes took place in 
the average earnings of steelworkers in the United States 
during the period 1937-1941. For the first six months of 1938, 
for example, such earnings were only about half of what they 
were for the same period in 1937. An examination of similar 
data for other industries and for other countries would reveal 
also considerable variations in workers’ incomes over a period 
of years. 

The extent of the effect of lay-off from various causes on 
the earnings of workers may be further illustrated from the 
experience of building workers in New Zealand in 1938, a year 
of reasonably good weather and one in which there was a 
shortage of labour in the building trade. Even in this year work¬ 
ers in this trade earned an average of only £4 2s. 8d. per week, 
or 75 per cent, of the average wage of £5 10s. Od. 1 which they 
would have earned for full-time work. In a number of cases, 
workers reported that even where several hours’ overtime a 
week were worked, this did not bring the wages for the week 
up to what would have been earned had the worker been 
employed for a full forty-hour week. 2 

The considerable losses in income caused by full and partial 
unemployment are not limited to the unemployed workers 
alone, since any fall in workers’ incomes seriously affects the 
real incomes of the rest of the community, not only because 
of the fall in the effective demand of the largest section of the 
population for the output of industry and agriculture, but also 
because the community loses the goods which the unemployed 
workers could have produced if they had remained in produc¬ 
tive employment. In addition, severe or prolonged unemploy¬ 
ment and falling real incomes may have grave and far-reaching 
social consequences. 3 It is the principal objective of wage gua¬ 
rantees to reduce the losses of income suffered by workers as a 
result of full or partial unemployment and thus to eliminate or 
at least greatly mitigate these social consequences. 

1 This amount is the approximate average of the minimum weekly wages 
payable in 1938 to the various types of building workers for a forty-hour 
week under the terms of awards made by the Arbitration Court of New 
Zealand (see New Zealand Official Year-Book, 1940, p. 814). Some workers, 
of course, would have been paid at rates in excess of these minimum rates. 
If less than forty hours were worked in any week, the amount payable would 
be reduced proportionately. 

* New Zealand Building Trades Federation : Defend the Forty-Hour 
Week (Wellington, March 1941), pp. 5-6. 

* Cf. Wladimir Woytinskt : The Social Consequences of the Economic 
Depression (Geneva, I.L.O., 1936), Part II. 
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Principal Types and Examples of Wage Guarantees 

Three main types of wage guarantees 1 may be distin¬ 
guished : the guaranteed wage proper, the lay-off notice and 
the dismissal wage. These may be defined as follows : 

1. The guaranteed wage. This is an arrangement whereby 
an employer guarantees, in advance, that for a specific period 
(a week, month, quarter, etc.) he will pay a predetermined 
amount to all or some previously specified group of his workers, 
whether or not there is work for them to do. The term “ gua¬ 
ranteed wage ” is used to include also any arrangement under 
which the employer guarantees to provide either (a) employ¬ 
ment and wages for the specified period; or (b) wages (even 
though he is not able to provide employment) with, in some 
cases, an arrangement for repayment in money or hours of 
work by the employees out of subsequent earnings or employ¬ 
ment in excess of a given level. 

2. The lay-off notice. This is an arrangement under which 
the employer undertakes (a) to notify his employees of 
impending lay-off a specified period before the occurrence 
of that lay-off, and (b) to provide them with employment or 
wages during the notice period. 

3. The dismissal wage. This is an arrangement whereby 
an employer states, in advance, that he will pay a pre¬ 
determined amount to any employee or to specified classes of 
employees, on the employment being terminated. The dismissal 
wage plan is usually applied in the case where an employee 
is dismissed permanently from his job and the lay-off notice 
plan where his cessation of employment is only temporary. This 
distinction, however, is not always made. Some collective agree¬ 
ments in the United States, for example, use the term “ lay-off ” 
to denote dismissal, while others allow dismissal pay to workers 
who are “ laid-off or dismissed ”. 2 


1 For an account of the prevalence and development of the different 
types of wage guarantees in various countries see International Labour 
Organisation, Iron and Steel Committee, 2nd session, Stockholm, 1947, 
Report III: Minimum. Income Security: Annual and other Wage Systems 
Designed to Provide Assured Earnings, Chapters II, III and V (Geneva, 
I.L.O., 1947). 

* Cf. Monthly Labor Review, January 1945, p. 48, “ Dismissal Pay Provi¬ 
sions in Union Agreements, December 1944 ”. 
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The Guaranteed Wage 

The basic principle of the guaranteed wage is that either 
employment or income is guaranteed. In the former case, 
employment is guaranteed for a definite period which may be 
as long as a year but the employee’s earnings may vary. In the 
latter case, a certain income is guaranteed for a definite period 
but the length of employment may vary. However, the aim in 
both cases is to provide steady employment and income for 
all or some of the wage-earners. 

Generally speaking, guaranteed wage plans vary in three 
main respects : (1) coverage, i.e., the number or classes of 
workers covered; (2) eligibility requirements, e.g., the length 
of service required before a worker qualifies for the guarantee ; 
(3) proportion of wages or employment guaranteed, e.g., the 
percentage of full-time wages to be paid for a specified period. 
These variables may be combined in many different ways, so 
that particular industries have been able to use the type of 
plan which suits their individual needs best. Guaranteed wage 
plans, moreover, may be introduced in any form and modified 
or liberalised as found desirable. 

Main Types of Guaranteed Wage 

In practice three main types of plans have been developed. 
The first (type A) guarantees so many hours’ work per week 
for each week in a specified period, which may be as long as a 
year. Examples of this type are found in the United States. 1 
The second and third types (B and C) guarantee a certain total 
number of hours’ work in the specified period. Most of the 
guarantees relating to shorter periods such as a month or a 
week are of these types, and examples are found in many 
industries in the United Kingdom 2 and in some industries in 

1 Cf. National War Labor Board, Wage Stabilization Division : 
Guaranteed Employment and Annual Wage Plans , Research and Statistics 
Report No. 25 (Washington, D.C., 25 August 1944), pp. 12, 17 and 18 ; and 
Minimum Income Security : Annual ana other Wage Systems Designed to 
Provide Assured Earnings , op. cit ., pp. 35-37. 

2 Cf. National Federation of Building Trades Operatives 
Guaranteed Time: A Brief Survey and Present Solution (Dalton Hill, England, 
1945), pp. 8-10; Ministry of Labour and National Service: Time 
Bates of Wages and Hours of Labour, 1 Aug. 1946 (London H.M. Stationery 
Office, 1946) ; The Economist , 28 Sept. 1946, p. 519 ; The Metal Bulletin 
(London), 14 Feb. 1947, p. 3 ; The Ministry of Labour Gazette , January 
1947, pp. 11-12, 27 ; May 1947, p. 145; Ministry of Labour and National 
Service : Port Transport Industry , Report of a Committee of Inquiry into 
the amount and basis of calculation of the guaranteed wage to be made 
to dock workers under the Dock Workers (Regulation of Employment) 
Scheme, 1947, (London, H.M. Stationery Office, 1947), p. 3. 
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Australia*, Canada 1 2 , New Zealand 3 and the United States. 4 

In the following paragraphs these three types of guarantees 
are described in greater detail and are illustrated by actual 
examples. 

A. Guaranteed Weekly Hours for Specified Period. 

In this type, work, or the earnings equivalent to such work, 
is guaranteed for a given number of hours in each of a given 
number of weeks during a period, e.g., for thirty-six hours in 
each of fifty weeks during the year. The number of weeks or 
the number of hours per week, or both, may vary, and, if the 
guarantee is in terms of work, the rate of pay for idle time may 
also vary in relation to the standard or average hourly earnings 
on the job. A full-time guarantee for a year is generally forty 
hours per week for fifty-two weeks at the regular rate. In 
some industries and in some countries the appropriate standard 
is a shorter or longer work-week. The following clause from an 
actual agreement is an example of this type of wage guarantee : 

Guaranteed employment of forty-eight weeks per year : Agreement 

between the United Steelworkers of America and the Columbia 

Marine Shipyards Co., Vancouver, Washington, dated 11 Dec¬ 
ember 1945. 

An employee who establishes three (3) years’ or more continuous 
employment as hereinafter defined, shall be entitled to two (2) 
weeks’ vacation with eighty (80) hours’ pay in advance ; and, in 
addition thereto, the employer shall warrant not less than forty- 
eight (48) weeks’ employment, including the aforementioned two (2) 
weeks’ vacation with pay, during each year following the date of 
this Agreement, so long as this Agreement remains in full force and 
effect and this provision remains without modification. 

B. Guaranteed Total Hours in Specified Period. 

In this type, work, or the equivalent pay at regular rates, is 
guaranteed for a given total number of hours in a specified 
period, e.g., for two thousand hours a year. In this case the 
hours guaranteed for the period may vary in relation to the 

1 See for example New South Wales Industrial Gazette, 31 Aug. 1946,p. 241. 

* See for example The Labour Gazette (Ottawa), Dec. 1946, pp. 1769-1770. 

* See for example New Zealand, Department op Labour : Awards, 
Recommendations, Agreements, etc., made under the Industrial Conciliation 
and Arbitration Act, etc., Vol. XLV, p. 784 (rubber workers), and p. 822 (local 
bodies’ gardeners, labourers and other workers). 

4 Cf. Monthly Labor Review, September 1941, p. 673, “ Guaranteed Living- 
Wage Provisions of State Minimum Wage Orders for Women ” ; State of 
New York, Department op Labor : The Guaranteed Minimum Weekly 
Wage (New York, February 1946), pp. 1-10. 
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full-time standard hours for the period. A full-time guarantee 
for a year is generally 2,080 hours (40x52). The following 
clause from an actual agreement is an example of this type of 
wage guarantee : 

Guaranteed annual wage : Agreement between the United Steel¬ 
workers of America and the Beryllium Corporation, Reading, 

Pennsylvania, dated 28 April 1946. 

The Corporation guarantees to every employee who has completed 
five years' continuous service in the employ of the Corporation at 
April 30, 1946, a minimum employment of 2,080 hours for each 
yearly period beginning May 1, 1946 and continuing each year 
thereafter during the life of this contract. AH hours worked by 
said employee, both straight time and overtime, shall be credited 
against the 2,080 hours. If the Corporation does not provide work 
for any part of the 2,080 hours the employee shall be paid for the 
unworked hours at his straight-time hourly rate. 

An employee failing to accept other work assigned by the 
Corporation when his own job is not working or is discontinued 
because of production requirements, shaH not be entitled to the 
guarantee herein provided. An employee who voluntarily leaves 
the employ of the Corporation, or who is discharged for cause, shall 
not be entitled to the guarantee. In the event of an employee's 
failure to take advantage of available work hours such hours shaH 
be deducted from the guarantee of 2,080 hours. In the event of a 
strike the Corporation shaH be relieved of its guarantee for the 
current one year period as to the employees striking. 

The more common variety of type B in which the period 
specified is a single week may be illustrated by the following 
example from the engineering industry in the United Kingdom : 

Guaranteed week: Agreement between Engineering and Allied 

Employer’s National Federation and National Engineering Joint 

Trades Movement, London, 3 April 1946. 

AH hourly-rated manual workers who have been continuously 
employed by a federated firm for not less than four weeks are gua¬ 
ranteed wages equivalent to their inclusive hourly plain time rate 
for 34 hours in any pay week. 

Provided that they are capable of, available for and wiHing to 
perform satisfactorily, during working hours, the work associated 
with their usual occupation, or reasonable alternative work where 
their usual work is not available. 

For the purpose of this guarantee premium payments for overtime 
worked on weekdays and premium payments for work done on Sun¬ 
days and holidays shaH be disregarded. 1 

1 The clause quoted above is clause fa) of paragraph C of the Agreement. 
This paragraph also contains the following clauses relating to exceptions 
and to notice in case of termination : 

(b) The guarantee does not apply in the following circumstances : 

(i) In the case of a holiday recognised by agreement, custom or practice, 
the guarantee shall be reduced in respect of the pay week in which 
the holiday takes place in the same proportion as the normal 
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A variant of type B is the “ wage advance ” plan under which 
the employer makes an advance to the employee in “short” 
weeks to bring his wage up to a specified amount. This is sub¬ 
sequently paid for by longer hours of work or higher earnings 
in later weeks, or out of a fund to which both employer and 
employee contribute or which is created out of profits allocated 
from a profit-sharing scheme. However, not all “ wage 
advance ” plans are true guaranteed wage plans. For example, 
if a plan provides that an employee is to be advanced an 
amount necessary to bring his pay in a “ short ” week up to a 
stated amount, and the amount advanced has to be repaid out 
of the employee’s subsequent earnings, such a plan is a loan plan 
rather than a guaranteed wage plan. On the other hand, if a 
plan provides that an employee is to be paid the full-time wage 
for a normal work week regardless of the amount of employ¬ 
ment provided him by his employer in any week, and the 
amounts payable for any overtime worked in other weeks are 
to be offset against the payments made to the employee for idle 
time in “ short ” weeks, such a plan is a guaranteed wage plan, 
since payment of a wage equivalent to that for a normal work 
week is guaranteed by the plan irrespective of whether the 
amounts paid to an employee for idle time in “ short ” weeks 
are subsequently repaid by the employee or not. 

C. Guaranteed Total Earnings in Specified Period. 

In this type, wage payments equivalent to a given number 
of hours at straight-time rates of pay over a specified period are 
guaranteed, e.g., total wages for a year equivalent to two 
thousand hours at straight-time rates. This is a variant of 
type B, the difference being in the procedure adopted when 
overtime is paid for at premium rates. In this case the number 
of hours credited against the guarantee in respect of overtime is 
the number of straight-time hours which would yield the same 

working hours for the time being have been reduced in that pay 
week. 

(ii) In the event of a dislocation of production as a result of strike action 
the guarantee shall be automatically suspended in respect of 
workpeople affected in the establishment where the strike is taking 
place. 

(e) Where the employment of an hourly rated manual worker who has 
been continously employed by a federated firm for not less than four 
pay weeks is terminated for reasons other than misconduct (e.g., 
redundancy or where the worker wishes to leave) the duration of notice 
given shall be equivalent to the non-overtime weekly hours operating 
m the establishment for the time being. 
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total earnings. For example, this principle was adopted in the 
two guaranteed wage plans in operation in 1939 in the mail 
order houses of Sears, Roebuck and Company of Chicago. 
Under these plans eligible employees were guaranteed forty 
hours’ income per week. Overtime was credited at one-and-a- 
half times the ordinary time. Thus, one hour overtime would 
be equivalent to a guarantee of one-and-a-half hours’ work for 
the purposes of the wage guarantee. 1 

The essential difference between type A and types B and C 
lies in the fact that in type A so much work or pay is guaranteed 
for each of a specified number of weeks, whereas in types B and 
C so many hours’ work in a stated period are guaranteed with no 
stipulation as to when the work is to be performed. Thus in the 
latter types the conditions of the contract are fulfilled as soon 
as the number of hours guaranteed are worked. This could be 
done, for example, in ten months of a year with the workers 
idle and receiving no pay for the remaining two months. In 
type B, if one hour overtime is worked, one hour only is counted 
towards the hours guaranteed, but in type C, if the overtime rate 
is one-and-a-half times the straight-time rate, one-and-a-half 
hours are counted towards the hours guaranteed. 2 

Limits to Guarantees 

In addition to the limitations on coverage and on eligibility 
which have already been noted, the guarantees provided are 
frequently subject to special limitations designed to preserve 
the financial stability of the firms concerned by preventing the 
cost of operating wage guarantees becoming excessive in bad 
years. These limitations are of two main kinds. 

Limitation of Period of Guarantee. 

The period for which income or employment is guaranteed 
may be limited to some specified period of work less than full¬ 
time, e.g., in the case of annual wage plans, to forty weeks only 

1 For further details of these plans see National War Labor Board, 
Wage Stabilization Division : Guaranteed Employment and Annual Wage 
Plans, Research and Statistics Report No. 25 (Washington, D.C., 25 Aug. 
1944), p. 19. 

* Thus under a type B plan which guarantees thirty-six hours a week, 
a worker who in a given week works twenty-four hours’ ordinary time plus 
eight hours’ overtime (paid at the rate of time-and-a-half) will collect four 
hours’ pay in respect of the guarantee; and his total wage will be the equivalent 
of (24+12 + 4) = 40 times the ordinary hourly rate. Under a type C plan 
the same worker would collect nothing in respect of the guarantee and would 
receive the equivalent of (24+12) = 36 times the ordinary hourly rate. 
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of work in any one year. The following clause from an actual 
agreement is an example of this type of limitation : 

Guaranteed employment for 1,200 hours per year. Agreement be¬ 
tween the United Steelworkers of America and the Wildman 
Manufacturing Co., Morristown, Pennsylvania, makers of knitting 
and hosiery machines, dated 28 June 1945. 

The Company guarantees to every employee who has completed 
five year's’ continuous service in the employ of the Company at the 
time of the execution of this Agreement a minimum employment 
of 1,200 hours for the year covered by this contract. All hours 
worked by said employee, both straight-time and overtime, shall 
be credited against the 1,200 hours. If the Company does not provide 
work for any part of the 1,200 hours the employee shall be paid for 
the unworked hours at his straight-time hourly rate. 

An employee who voluntarily leaves the employ of the Company 
or who is discharged for cause shall not be entitled to the gua¬ 
rantee. In the event of an employee’s failure to take advantage of 
available work hours such hours shall be deducted from the gua¬ 
rantee of 1,200 hours. In the event of a strike the Company shall be 
relieved of its guarantee as to the employees striking. 

Limitation of Liability. 

The employer’s liability may be limited, for example, to a 
percentage of his total payroll. Or the amount of the benefits 
may be limited to a fixed amount per year or to a definite 
percentage of total cost or net profit. 

For example, the 1947-1948 contract between the Gemes 
Garment Co., Inc., Kansas City, and the International Ladies 
Garment Workers Union (A.F.L.) guarantees 350 employees 
fifty-two weeks’ pay per year, but limits the company’s total 
liability for any idle time which has to be paid for under the 
terms of the guarantee to 10 per cent, of the 1946 payroll. 1 

Both these methods of limiting the extent of a wage 
guarantee have the advantage of preserving the continuity of a 
plan as well as the financial position of the establishment, but it 
must be recognised that, where they are adopted, the effect is 
to place the burden of variations in economic activity on the 
shoulders of labour (except to the extent that it is carried by 
unemployment benefits financed from sources other than wages) 
rather than on management, and to limit the operation of 
guarantee plans to periods when conditions are, in any case, 
most favourable. 

In addition to such limitations, most guaranteed wage plans 
embody safeguard provisions whereby the operation of the plan 


1 Business Week , 19 April 1947, p. 99. 
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may be suspended in the event of strike, lockout, or any 
untoward happening. Again, time-limits of one year, at the 
end of which a further agreement must be negotiated, are 
common. 1 

Lay-Off Notice and Dismissal Wage Provisions 

Guaranteed wage arrangements give only limited protection 
to a worker against dismissal or lay-off. In the case where a 
worker is guaranteed only a weekly or daily wage, the protec¬ 
tion is particularly limited. Even where an annual wage is 
guaranteed, there are often clauses in the agreement whereby 
an employee may be dismissed or laid-off for certain specified 
reasons. The actual position in particular cases, then, depends 
upon what provisions are made in the agreement between 
employer and employee regarding conditions under which an 
employee may be dismissed or laid-off. When such dismissal 
or lay-off occurs, provisions for the payment of dismissal or lay¬ 
off compensation 2 represent an important aid to the income 
security of employees. Where no guaranteed wage exists such 
payment is of course even more welcome. 

When a seasonal or cyclical decline In business compels a firm 
to dismiss employees the first to be dismissed are usually young 
or short-service employees. However, when a firm suffers 
from a severe and prolonged shift in demand, or when methods 
of production are improved to such a degree as to reduce 
heavily and permanently the labour force required, long-service 
employees, whose age makes it difficult for them to obtain 
re-employment, must be dismissed also. In many countries it 
has become the practice to compensate these long-service 
employees for their dismissal. This is particularly the case 
where a firm has a pension plan in operation, since when a 
pension is due on retirement at sixty-five years it would clearly 
be inequitable not to allow any monetary compensation to a 
long service employee dismissed at, say, fifty-eight years. s 

However, with a view to improving the income security of 
workers not in this class but who become unemployed as a result 


1 Cf. Guaranteed Wages, op. cit., pp. 63-67. 

* This type of compensation is also known variously as “ dismissal pay ”, 
“ severance pay ”, “ severance compensation ”, “ termination pay ”, “ sepa¬ 
ration pay , “ dismissal wage ”. 

* Cf. Sumner H. Suchter : Union Policies and Industrial Management 
(Washington, D.C., 1641), pp. 130-136. 
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of either temporary or permanent dismissal, increasing attention 
has been paid in recent years to the provision of some kind of 
monetary compensation. Many types of dismissal compensation 
arrangements are in fact to be found in legislation, in collective 
agreements and in plans adopted by companies in different 
countries. 1 

From the point of view of the worker, such compensation 
serves to cushion the shock of a sudden loss of income when 
employment is terminated. It helps to tide him over the period 
before he finds another job. If he has to move to another 
district to find employment, it helps to some extent to cover 
the cost of moving. If the only job he can get is one at lower 
pay, it will give him some assistance in meeting fixed commit¬ 
ments until he can readjust his level of expenditures. The 
extent to which it can alleviate these various hardships is 
usually severely limited, but to the worker who faces them even 
limited assistance is better than none. 

In most cases the dismissal payment varies directly with the 
amount of earnings and with the length of service of the 
employee. The reason for dismissal or the probable length of 
time of lay-off is also frequently taken into consideration. 
Payment is usually made in a lump sum with a limit to the 
amount payable to any individual worker. These payments are 
usually financed solely by the employer, but in some cases a 
fund is established to which the employer contributes a specified 
percentage of payroll or sales, and the employees a specified 
percentage of wages. This plan is similar to the wage-advance 
type of guaranteed wage plan but, of course, only applies in the 
case of actual dismissal or lay-off. 


1 Cf. Minimum Income Secur ity: Annual and other Wage Systems Designed 
to Provide Assured Earnings, op. cit., pp. 45-49 and pp. 69-74; International 
Labour Organisation, Metal Trades Committee, 2nd Session, Stockholm, 1947, 
Report III: Minimum Income Security: Annual and other Wage Systems 
Designed to Provide Assured Earnings, (Geneva, 1947), pp. 7-13; Everett 
D. Hawkins : op. cit.. Chapters III, VI, VIII and IX, and Appendices A, B 
and C; U.S. Bureau of Labor Statistics : Dismissal Pay Provisions in 
Union Agreements, Bulletin No. 808 (Washington, February 1945). 
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WAGE GUARANTEES : ESTIMATED COSTS AND SAVINGS 

When the cost of a guaranteed wage plan is to be borne by 
the employer the feasibility of introducing it will necessarily 
depend in large degree on how much it will cost. 1 It is of 
interest, therefore, to examine such estimates as are available 
of the probable costs of operating guaranteed wage plans 3 in 
different types of industries. 

Estimated Costs of Operating Various Types 
of Guaranteed Wage Plans 

A detailed enquiry into the probable costs of operating 
guaranteed wage plans of various types in different industries 
was undertaken as a part of the United States Guaranteed "Wage 
Study of 1946-1947. 3 Analyses were made of what each of three 
types of guaranteed wage plans would have cost to operate in 
forty-two individual plants during the period 1937-1941. These 
types of guaranteed wage plans 4 were as follows : 

Plan A. A guarantee of work, or the earnings equivalent to 
such work, for forty hours each week for fifty-two weeks. 

Plan B. A guarantee of work, or the equivalent pay, for 
2,080 ordinary hours each year (i.e., independent of any over¬ 
time hours that may be worked). 

Plan C. A guarantee of an annual wage equivalent to 
2,080 hours at straight-time rates. 

1 It is of course arguable that as fluctuations in the level of employment 
in a particular undertaking are not within the sole control of the employer, 
but are determined in part by the general level of economic activity, the 
cost of a wage guarantee should be borne in part by the State. Cf. Chapter XI. 

* The terms “ guaranteed wage plan ” and “ wage guarantee ” are used 
in this chapter to include not only annual wage guarantees but also wage 
guarantees for lesser periods, and lay-off notice and dismissal wage plans as 
defined and described in Chapter IX. 

* Guaranteed Wages: Report to the President by the Advisory Board, 
Office of War Mobilization and Reconversion, Office of Temporary Controls, 
Murray W. Latimer, Research Director (Washington, 31 Jan. 19471; and 
Guaranteed Wage Study: Interim Report, 12 Nov. 1946, prepared unaer the 
direction of Murray W. Latimer for the United States Office of War Mobili¬ 
zation and Reconversion (Washington, 1946). 

4 The differences between these three types of guaranteed wage plan 
were explained in Chapter IX. 
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If one hour overtime is worked, one hour only may be 
counted towards the hours guaranteed under a guaranteed 
wage plan of type B, but under a guaranteed wage plan of 
type C, if the overtime rate is one-and-a-half times the straight- 
time rate, one-and-a-half hours ate counted towards the hours 
guaranteed. 1 

The period 1937-1941 was chosen for the purpose of the 
enquiry because it reflected fairly well normal peacetime 
conditions. The object of the analysis was to estimate the 
probable costs of a wage guarantee after taking into account 
the probable effects of the guarantee in modifying fluctuations 
in employment in the particular plants studied. The estimates 
of probable costs took no account of possible offsetting economies 
due to improved labour relations, nor of any savings in pro¬ 
duction costs which might be expected as a result of the stimulus 
which the introduction of a wage guarantee might give to the 
regularisation of production and work requirements. The 
estimates of probable costs, however, did allow for any possible 
cost savings from reduced labour turnover which would result 
from the introduction of wage guarantees. A few other factors 
which might cause some small cost increases or savings were 
also taken into account in preparing the estimates. 2 

A detailed analysis of the probable costs of operating each 
of the three types of guaranteed wage plans in the case of the 
steel industry (a durable producers’ goods industry), the fur¬ 
niture industry (a durable consumers’ goods industry) and the 
men’s clothing industry (a non-durable consumers’ goods in¬ 
dustry) is given in Appendix I of the present report. 3 The 
following is a summary of the conclusions which may be drawn 
from this analysis. 

1 Cf. Guaranteed Wages, op. eit., p. 81. 

* Cf. idem, pp. 70-74. 

* The probable costs of operating guaranteed wage plans in three steel 
plants are shown in table I of the Appendix. The three plants are selected 
as representative of the twelve covered by the study: costs of plant 1 were 
the lowest, those for plant 2 were moderate and those for plant 3 were the 
highest of the twelve. The probable costs of operating guaranteed wage 
plans in a furniture factory and a men’s clothing factory are shown In 
table II of the Appendix. 

It is important to note, however, that the estimates of the probable 
costs of operating wage guarantees for these and other plants given in the 
succeeding pages and in Appendix I take no account of the effects on these 
costs of possible increases in the costs of other plants operating wage guaran¬ 
tees. Thus if plant A supplies plant B with its raw materials and both 
operate wage guarantees, the costs of production of plant B may be increased 
not.only by a possible increase in its own labour costs, but also by a possible 
increase in the costs of any of its raw materials which are supplied by plant A. 
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First, while the costs of operating the three different types 
of guaranteed wage plans differ from plant to plant in the same 
industry, the costs of operating plan A are invariably the 
highest of all three plans, because it guarantees so many hours’ 
pay or work each week. The costs of plan B are not so great, 
as it requires only the provision of so many hours’ pay or work 
in the course of the year and, therefore, allows slack periods to 
be offset by busy ones. Plan C shows the least cost of all, 
because it provides the least benefits of the three plans. In a 
depression year, however, the costs of operating each of the 
three plans in the same plant are likely to be about the same. 

Secondly, if the costs of operating guaranteed wage plans in 
a particular plant are high, as they may well be in a depression 
year, such costs may be reduced by limiting the employers’ 
liability in respect of the wage guarantee to a specified pro¬ 
portion of the total payroll of the workers covered by the 
guarantee, or by limiting the length of the period for which 
income or employment is guaranteed. The first method is more 
effective in reducing the costs of a wage guarantee than the 
second method, particularly in a depression year. Of course, 
if the two methods are applied together a still more substantial 
reduction in the costs of operating wage guarantees may be 
obtained. It should be noted, however, that limiting the extent 
of a wage guarantee by these methods may, in certain circum¬ 
stances, reduce the effectiveness of the guarantee to such a 
degree that it may cease to provide even a moderate degree of 
security to the worker. 

Finally, the costs of operating wage guarantees are found 
to be greater in capital goods industries than in consumers’ 
goods industries. Further, in a depression year such costs are 
generally considerably greater in the former than in tyie latter 
group of industries. This is because employment in capital goods 
industries is affected chiefly by cyclical fluctuations, while 
employment in consumers’ goods industries is affected not so 
much by cyclical fluctuations as by seasonal and other factors 
which each year cause some part-time unemployment. This 
unemployment is generally less severe in its effect on the costs 
of operating wage guarantees than the cyclical unemployment 
commonly experienced by capital goods industries. 

Table XXm enables a more detailed comparison to be 
made of the probable costs of operating wage guarantees in 
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TABLE XXIIL ESTIMATED GROSS COSTS OF OPERATING WAGE 
GUARANTEES IN CERTAIN INDUSTRIES IN THE UNITED STATES 
FOR THE PERIOD 1937-1941 AS A PERCENTAGE OF THE ACTUAL 
PAYROLL FOR THE PERIOD 


Industry 

Gross cost of the 
guarantee 

Gross cost of the 
guarantee with liability 
limited to 10 per cent, 
of the guaranteed payroll 


Plan A 

Plan B 

Plan C 

Plan A 

Plan B 

Plan C 

Durable producers' goods indus¬ 
tries: 

Blast furnaces, steel works and 
rolling mills 







Plant 1. 

13.9 

12.0 

10.3 

8.1 

6.6 

4.9 

2. 

5.9 

4.9 

4.9 

4.0 

2.9 

2.9 

„ 3. 

8.8 

6.6 

6.4 

5.4 

3.1 

2.9 

„ 4. 

19.9 

17.6 

16.9 

9.1 

7.2 

6.7 

„ 5. 

14.1 

11.8 

11.0 

7.2 

5.3 

4.4 

„ 6. 

33.5 

29.4 

27.3 

11.7 

8.9 

7.3 

„ 7. 

22.8 

20.4 

19.7 

7.8 

5.8 

5.3 

„ 8. 

25.4 

22.8 

21.4 

in 

10.9 

10.1 

„ 9. 

29.5 

28.9 

28.5 

12.1 

11.5 

11.1 

„ 10. 

20.2 

17.5 

16.5 

8.2 

6.1 

5.5 

„ 11. 

12.8 

10.1 

9.6 

7.0 

4.8 

4.3 

„ 12. 

19.5 

17.0 

15.9 

9.2 

6.8 

5.9 

Average. . .. 

18.9 

16.6 

15.7 

8.4 

6.7 

6.0 

Eleotrical and communication 
equipment 







Plant 1. 

7.3 

6.4 

6.1 

3.8 

2.9 

2.6 

„ 2. 

12.8 

12.0 

11.7 

4.6 

4.3 

4.3 

Average. 

10.0 

9.2 

8.9 

4.2 

3.6 

3.5 

Average for durable producers’ 
goods industries. 

17.6 i 

15.5 

14.9 

7.8 

1 

6.2 

5.6 

Durable consumers' goods indus¬ 


i 





tries : 

Automobile industry 




i 



Plant 1. 

22.8 

20.7 

19.8 

8.7 

7.2 

6.3 

„ 2. 

16.7 

15.8 

15.4 

6.5 

5.5 

5.1 

„ 3. 

15.7 

13.5 

12.9 

8.1 

5.9 

5.3 

„ 4. 

24.3 

21.5 

21.1 

10.1 

8.1 

8.1 

Average. 

19.9 

17.9 

17.3 

8.3 

6.7 

6.2 

Furniture industry 






' 

Plant 1. 

12.1 

10.8 

10.0 

8.6 

7.3 

6.5 

Glass and glassware industry 
Plant 1.. 

23.3 

21.3 

1 

20.9 

! 

9.4 

8.0 

8.0 

Average for durable consumers’ 
goods industries. 

19.2 

17.3 

i 

1 

10.7 

| 8.6 

6.7 

6.6 
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table xxm (coni.) 


Industry 

Gross cost of the 
guarantee 

Gross cost of the 
guarantee with liability 
limited to 10 per cent, 
of the guaranteed payroll 


Plan A 

Plan B 

Plan C 

Plan A 

Plan B 

Plan C 

Non-durable consumers* goods 







industries: 







Baking industry 







Plant 1. 

6.7 

5.9 

5,7 

5.8 

5.1 

4.9 

„ 2 . 

3.0 

1.3 

1.3 

3.0 

1.3 

1.3 

Average. 

4.9 

3.6 

3.5 

4.4 

3.2 

3.1 

Boot and shoe industry 







Plant 1. 

6.6 

5.5 

5.1 

4.4 

3.2 

2.9 

Confectionery industry 







Plant 1. 

19.0 

13.3 

10.5 

11.8 

9.6 

7.5 

Dairying industry 

Plant 1. 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

Flour industry 

Plant 1. 

6.9 

2.4 

1.0 

6.5 

2.4 

i.o 

„ 2 . 

1.5 

0.4 

0.2 

1.5 

0.4 

0.2 

Average. 

4.1 

1.4 

0.6 

4.0 

1.4 

0.6 

Newspapers and periodicals 







Plant 1 . 

2.8 

1.9 

1.6 

2.8 

1.9 

1.6 

„ 2 . 

2.9 

1.8 

1.6 

2.9 

1.8 

1.6 

Average. 

2.9 

1.8 

1.6 

2.9 

1.8 

1.6 

Paper and pulp industry 







Plant 1. 

18.3 

15.3 

14.0 

9.4 

8.1 

6.7 

„ 2. 

0.8 

0.0 

0.0 

0.8 

0.0 

0.0 

Average. 

9.6 

7.7 

7.5 

5.2 

4.1 

3.4 

Printing (book and job) industry 







Plant 1. 

5.1 

2.9 

2.7 

4.8 

2.6 

2.5 

„ 2 . 

10.3 

8.2 

7.6 

7.1 

5.2 

4.6 

Average. 

7.7 

5.6 

5.2 

6.0 

3.9 

3.6 

Rubber and tyre industry 







Plant 1 . 

20.2 

19.7 

19.4 

9.4 

9.0 

8.9 

„ 2 . 

5.7 

2.3 

2.1 

5.7 

2.3 

2.1 

Average . 

13.0 

11.0 

10.8 

7.6 

5.7 

5.5 

Slaughtering and meat-packing 
industry 

Plant 1 . .. 

1.0 

0.3 

0.3 

0.3 

0.3 

0.3 

„ 2 . 

2.1 

0.4 

0.3 

2.1 

0.4 

0.3 

Average . 

1.6 

0.4 

0.3 

1.2 

0.4 

0.3 

Average for non-durable con¬ 







sumers' goods industries . . 

6.6 

4.8 

4.3 

4.6 

3.2 

2.7 


Source: Data compiled and calculated from Guaranteed Wages , op. cit., pp. 251**09. 

Note: The averages given above for different industries and classes of industries are 
unweighted arithmetic averages. 
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different types of industries in the United States for the whole 
of the period 1937-1941. 

Although the number of industries and plants for which 
data are given in the table is too small to enable conclu¬ 
sions to be reached as to the probable actual costs of operating 
wage guarantees in all industry, two important conclusions of 
a general nature can, nevertheless, be safely drawn. First, 
a comparison of the costs of operating wage guarantees in 
durable goods industries and non-durable goods industries shows 
that such costs sure much greater in the former than in the 
latter. For example, the average gross costs of operating plan A 
during the period 1937-1941 would have been 17.6 per cent, 
of the actual payroll for the period in the durable producers’ 
goods industries, and 19.2 per cent, in the durable consumers’ 
goods industries, as against 6.6 per cent, in the non-durable 
consumers’ goods industries. 

Secondly, it can be concluded that limiting liability under 
a wage guarantee is much more effective in reducing the gross 
costs of operating wage guarantees in the durable than in the 
non-durable goods industries. Thus, if liability under the wage 
guarantee had been limited to 10 per cent, of the guaranteed 
payroll, the costs of operating plan A would have been reduced 
from 17.6 to 7.8 per cent, of the actual payroll for the period in 
the durable producers’ goods industries, from 19.2 per cent, to 
8.6 per cent, in the durable consumers’ goods industries, and 
from 6.6 per cent, to 4.6 per cent, in the non-durable consumers’ 
goods industries. These reductions in the average costs of 
operating plan A are equivalent to percentage reductions of 
56.0 per cent., 60.4 per cent, and 30.6 per cent, for the durable 
producers’ goods industries, the durable consumers' goods in¬ 
dustries and the non-durable consumers’ goods industries, 
respectively. 

The estimates so far quoted are in terms of labour costs alone. 
It is, however, of interest also to enquire what proportion the 
cost of a guaranteed wage plan would form of total production 
costs or of the value of the product. In the absence of direct 
Information on this point some indication of the probable order 
of magnitude of the proportion in question may be gained from 
an indirect approach. 

Table XXIV shows the proportions which labour costs 
formed of the total value of sales in each of certain industries 
in the United States in 1939. 
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TABLE XXIV. LABOUR COSTS IN CERTAIN INDUSTRIES IN THE 
UNITED STATES IN 1939 EXPRESSED AS A PERCENTAGE OP THE 
VALUE OF TOTAL SALES 1 


Industry 

Percen¬ 

tage 

All manufacturing industries . 

16.0 

Durable goods. 

17.9 

Non-durable goods. 

14.6 

Durable goods: 


Brick, tile, and terra cotta. 

34.0 

Grey iron and semi-steel castings. 

33.7 

Machine tool accessories. 

32.9 

Shipbuilding and boatbuilding. 

31.7 

Sawmills and logging camps. 

31.0 

Machine tools. 

28.6 

Aircraft and parts, excluding engines. 

27.7 

Hardware. 

26.0 

Engines and turbines. 

26.7 

Furniture. 

24.9 

Communication equipment. 

23.2 

Machinery and machine products. 

22.7 

Stamped and enamelled ware, galvanising. 

Agricultural machinery, excluding tractors. 

22.6 

21.0 

Railroad cars. 

20.6 

Stoves, oil burners, etc. 

20.4 

Tractors. 

19.6 

Blast furnaces, steel works, rolling mills. 

18.3 

Radios and phonographs. 

17.0 

Automobiles. 

16.0 

Non-ferrous metals and products. 

11.6 

Non-durable goods: 


Hosiery. 

34.3 

Printing (book and job). 

28.6 

Cotton manufactures. 

26.9 

Rayon and allied products. 

24.3 

Shirts, collars and nightwear. 

23.4 

Men’s clothing, not elsewhere classified. 

22.8 

Cigars. 

21.3 

Silk and rayon goods. 

21.1 

Women’s clothing, not elsewhere classified. 

21.0 

Baking. 

20.6 

Woollen and worsted manufacturing. 

20.0 

Paper boxes. 

16.7 

Rubber tyres and inner tubes.4. 

16.6 

Pulp and paper... 

16.1 

Newspapers and periodicals.*. 

14.4 

Malt liquors. 

11.8 

Industrial chemicals. 

11.3 

Drugs, medicines and insecticides. 

6.4 

Slaughtering and meat-packing. 

6.1 

Petroleum refining. 

6.2 

Sugar refining (cane). 

4.2 

Cigarettes. 

2.6 


1 Estimates were based on U.S. Bureau of Labor Statistics data. The percentages 
will, of course, vary somewhat between different countries, from plant to plant and from 
year to year. 
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table xxiv (coni.) 


Industry 

Percen¬ 

tage 

Non-manufacturing industries 1 : 

Bituminous coal. 

Power laundries. 

Telephone. 

Street railways and buses. 

Hotels. 

Crude petroleum. 

Electric light and power. 

Retail trade. 

Wholesale trade. 

65.2 
51.5 

36.3 

33.3 
28.2 

i 17.7 

15.8 

10.8 

4.7 


Source: Business Week , 9 Nov. 1946, p. 88. 

1 Estimates for these industries were based on data which included both salaries and 
wages. A comparable figure for “ all manufacturing industries ” was 22.6 per cent, as 
against 16.0 per cent, for wages only. 


It will be noted that the percentage which wages formed 
of the total value of sales in different industries in the United 
States in 1939 ranged from 2.5 per cent, in the case of the 
cigarette industry to 34.3 per cent, in the case of the hoisery 
industry, omitting from consideration those industries the data 
for which were based on salaries in addition to wages. By 
combining the data from this and the preceding table it is 
possible to arrive at rough estimates of the proportions which 
the cost of operating a wage guarantee plan would form of the 
value of total sales in various industries. Examples of such 
estimates relating to a type A plan, with or without a limitation 
of liability to 10 per cent, of the guaranteed payroll, are given 
in table XXV. 

These estimates of the cost of guaranteeing work, or the 
earnings equivalent to such work, for forty hours each week 
for fifty-two weeks, in the ten industries listed in the table range 
from 0.1 per cent, of the value of sales in the slaughtering and 
meat-packing industry to 3.5 per cent, in the steel industry. 
If the guarantee were subject to the limitation that its cost must 
not exceed 10 per cent, of the guaranteed payroll, the cost would 
range from 0.07 per cent, of sales in slaughtering and meat¬ 
packing to 1.6 per cent, in steel and 2.1 per cent, in the furniture 
industry. The average for the durable goods industries in the 
former case (3.2 per cent.) is three times as high as that for 
the non-durable goods industries (1.0 per cent.) ; and with the 
10 per cent, limitation the average for durables (1.4 per cent.) 
is twice as high as that for non-durables (0.7 per cent.). 
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• ' TABLE XXV. ESTIMATED GROSS COSTS OP TYPE A 

WAGE GUARANTEES IN CERTAIN INDUSTRIES IN THE UNITED 
STATES, 1937-1941, AS PERCENTAGES OP (a) PAYROLL AND 
(b) VALUE OP TOTAL SALES 


Industry 

Average gross cost 
of the guarantee, 
as percentage of 

Average gross cost of the 
guarantee with liability 
limited to 10 per cent, 
of the guaranteed payroll, 
as percentage of 


payroll 

value of sales 

payroll 

value of sales 

Durable goods industries: 

18.1 

3.2 

8.0 

1.4 

Automobile. 

19.9 

3.2 

8.3 

1.4 

Blast furnaces, steel 
works, rolling mills. . 

18.9 

3.6 

8.4 

1.6 

Communication equip¬ 
ment . 

10.0 

2.3 

4.2 

1.0 

Furniture. 

12.1 

3.0 

8.6 

2.1 

Non-durable goods 
industries : . 

6.6 

1.0 

4.6 

0.7 

Baking. 

4.9 

1.0 

4.4 

0.9 

Newspapers and period¬ 
icals . 

2.8 

0.4 

2.8 

0.4 

Paper and pulp .... 

9.6 

1.6 

6.2 

0.8 

Printing (book and job) 

7.7 

2.2 

6.0 

1.7 

Rubber and tyres . . . 

13.0 

2.0 

7.6 

1.2 

Slaughtering and meat¬ 
packing . 

1.6 

0.1 

1.2 

0.07 


Source: Based on tables XXIII and XXIV above. 


These figures, it must be repeated, are only rough estimates. 
They relate in most cases to a limited sample of plants; the 
base periods for the two sets of data from which the estimates 
are computed are not identical; and the surveys from which 
they are derived were confined to a single country. There is, 
however, no reason to suppose that the figures are seriously 
misleading. While more comprehensive studies would be needed 
before any firm conclusion could be reached, these estimates 
do at least suggest that even the gross costs of operating wage 
guarantees may be a good deal smaller than is commonly 
supposed. 

Cost Savings from Operation of Wage Guarantees 

Net costs, moreover, are likely to be less than these. A 
realistic estimate must make due allowance for the tangible 
and intangible cost savings which may be expected to result 
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from the improvement in labour relations consequent on the 
introduction of a wage guarantee in a particular plant or 
industry, and for possible reductions in production costs as 
a result of the stimulus which the introduction of a wage 
guarantee will give to management to stabilise production and 
employment. Further, consideration should be given to the 
manner in which the costs of a wage guarantee will fall pro¬ 
gressively as a full employment programme reduces cyclical 
unemployment. 

Cost Savings from Improved Labour Relations 

In recent years one of the most important causes of 
industrial unrest has been the fear which most employees have 
of losing their jobs or of being laid off. Many of the actions 
of workers which may appear to be irrational and haphazard 
can be accounted for by their fear of insecurity. Accordingly, 
any measure which can remove this fear should go a long way 
towards promoting industrial peace. Thus, a wage guarantee 
which ensured that workers received a substantial proportion 
of full-time earnings should result in a considerable improve¬ 
ment in labour relations. Such an improvement, it is considered 
by many writers, would have the effect of reusing workers’ 
output and reducing the production costs of the firm operating 
the wage guarantee. 

Differences of opinion exist as to other possible effects of 
a guaranteed wage plan upon productivity. Some business men 
feel that the operation of such a plan in a particular plant 
would lead to lower productivity because, they say, fear of 
unemployment would be removed and, in their view, such a fear 
is necessary to keep employees working with a maximum effort. 
Others contend that productivity would be increased, since 
increased security would encourage the worker to put forth 
his best efforts and would remove any incentive to make work 
last or to adopt other restrictive practices. This contention 
is effectively expressed in the following quotation from a brief 
submitted by Walter P. Reuther, Director of the General Motors 
Department, United Automobile Workers, to the United States 
National War Labor Board in 1943 : 

The President’s Executive Order establishing a 48 hour work 
week as national policy was a step in the right direction. However, 
the order must be supplemented by the initiation of a national wage 
policy guaranteeing 48 hours’ work or 48 hours’ pay per week. 
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Labor morale would be immeasurably boosted — and maintained. 
It is difficult to convince partially employed workers that more 
sweat is needed, that absenteeism must end and that strikes can be 
disastrous. Labor would no longer need fear that more sweat would 
mean unemployment ; it would not have to suffer the consequences 
for material shortages, poor planning or the changing Army and 
Navy requirements and specifications. 

It is impossible to maintain top labor morale when workers 
who meet and frequently exceed production quotas are rewarded by 
layoffs. Time after time workers, through encouragement and exhor¬ 
tation by Government, labor organisations and management, have 
achieved new records in production only to find, to their amazement, 
that they are to be laid off or placed on short work weeks. 

Where such incidents occur it is exceedingly difficult, sometimes 
impossible, to again build labor morale. It is no comfort to a laid-off 
or partially employed worker that he has an “ E ” button and 
his plant an “ E ” banner for excellent production. He feels quite 
properly that neither the war effort nor his own economic interests 
are being advanced by such enforced idleness. 

A guaranteed 48 hours’ minimum pay per week would go far 
toward correcting this situation. The penalty to be paid for keeping 
workers idle would exert pressure on management and governmental 
production agencies to plan production, the flow of raw mate¬ 
rials, etc., more carefully. For the worker, such a guarantee would 
remove the fear that extra sweat on Monday, Tuesday and Wednes¬ 
day will mean a layoff for the remainder of the week. 1 

The United States report, Guaranteed Wages, comes to a 
similar conclusion. The case histories of several important 
guaranteed wage plans studied in this report showed, it is 
stated, that 

in all of them the plans were believed by the company heads to have 
contributed very substantially to increased productivity. Except in 
one case, such data as can be brought together seem to be com¬ 
patible with increased productivity. These results are not surprising. 
It is to be expected that security would have favorable effects on 
productivity. The increases in security which have resulted from the 
adoption of various social insurance measures, beginning with 
workmen’s compensation and running through old-age insurance 
and unemployment insurance, have been accompanied by marked 
increases in the efficiency of American workers. . . . 

In any large group of people there are, of course, persons of all 
backgrounds, motivations, predispositions, and tendencies. There 
can be no question that the effect of an increase in security will lead 
some people to loiter, to become careless, and in general to produce 
less than they did under conditions of insecurity. What is signifi¬ 
cant is not the behavior of particular individuals but rather the 
aggregate effect. The loitering worker is less likely to gain the 
support of his fellows, and more likely to suffer their disapproval, 
when the threat of economic insecurity is removed as a justification. 

1 United Automobile, Aircraft and Agricultural Implement 
Workers of America : Wage Stabilization and Post-War Security (partial 
brief submitted to National War Labor Board by the General Motors Depart¬ 
ment, U.A.W.-C.I.O., November 1943), p. 3. 
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Generally speaking, an advance in security, whatever the particular 
field involved, ought t6 have the same general effect on production. 
All the more so in the case of wage guarantees which assure the 
worker against the loss in income which might otherwise result 
from any improvement in output. 

On the basis of such material as is now available with respect 
to the operation of guaranteed wage plans, together with what is 
known about production restrictions and causes of those restrictions 
and about the effects of worker security in other fields, it is 
reasonable to conclude that the effect of security on workers in 
the aggregate is to lift rather than to limit production ; and that 
the degree of improvement will be affected by the degree of security. 1 

Other cost savings would arise from the reductions in the 
quit rate and the labour turnover rate which would follow from 
the introduction of wage guarantees, because even in years of 
full employment lay-off is common, and workers are always on 
the lookout for jobs in industries which offer the greatest 
security of employment and income. The United States report, 
Guaranteed Wages, found that 

it is undoubtedly true that the establishment of a guaranteed wage 
plan will tend to reduce substantially the rate of labour turnover 
among the workers of the guaranteeing employer. More than half 
of the employers whose guaranteed wage plans were studied in 
detail for this survey found such an effect as a result of the plan. 
Not a single employer who was able to reply found any effect on 
turnover except a reduction. 2 

The general adoption of wage guarantees would tend to 
reduce the costs of training new workers and the losses which 
arise from the decreased efficiency of the labour force when 
experienced workers leave one firm for another. The cost of 
labour turnover to the employer alone, apart from the costs to 
the employee and to society, may be judged from estimates 
which indicate that in the United States before the war the 
average cost to an employer of losing one worker and replacing 
him by another varied from $8.50 for labourers to $250 for 
skilled employees. The average cost of turnover for a typical 
semi-skilled worker was about $59. The turnover rate was 
46.08 per cent, for all United States manufacturing industries 
in 1941.* A high labour turnover rate taken in conjunction with 
the costs of labour turnover per worker means that total labour 
turnover costs in a year can be considerable. For example, it 
has been estimated that labour wastage in the 1930’s cost United 

1 Guaranteed Wages, op. cit., pp. 170-171 and 306-384. 

* Idem p. 172. 

* J. E. Walters : Personnel Relations (New York, 1946), pp. 249-261. 
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States employers at least $500 million a year. 1 The actual 
cost today would probably be two or three times as much.® 

In order to protect the wage structure and job standards 
which have been built Up over a period of time, trade unions 
frequently insist on the incorporation in collective bargaining 
agreements of provisions which limit the employer’s right to 
transfer workers from one job or department to another. 
A wage guarantee would give the workers the protection which 
they feel they need and would remove their main objection to 
transfer from job to job, from department to department or 
even from plant to plant. The consequent increased transfer- 
ability of a firm’s staff should make possible considerable cost 
savings, since it would increase technical efficiency and permit 
greater regularisation of production. 

Further, it is to be expected that improved labour relations 
would tend to make employers more willing to enter into agree¬ 
ments providing for wage guarantees for longer periods. In so 
far as this is the case a firm’s labour costs would become more 
stable and it would, consequently, be able to prepare more 
accurate estimates of its probable labour costs for each financial 
period. This would facilitate the use of budgetary control and 
standard costs which should enable further economies to be 
made through the greater degree of production control which 
such accounting techniques make possible. 


Cost Savings from Production and 
Employment Stabilisation 

A particular guaranteed wage plan may guarantee either 
employment or wages for a specified period. In either case 
pressure is placed on the guaranteeing firm to stabilise its pro¬ 
duction and the employment of its workers as far as may be 
possible, since it will have to pay its employees for the period 
of the guarantee whether there is work for them to do or not. 
Accordingly, any firm which operates a guaranteed wage plan 
may be expected to make an effort to apply some or all of the 
various techniques which are available for stabilisation. 


1 G. 8. Watkins and P. A. Dodd : The Management of Labor Relatione 
(New York, 1938), p. 241. 

1 Allowance was made in the estimates of the costs of operating wage 
guarantees given in table XXV and in tables I and II of Appendix I for the 
probable cost savings from lower labour turnover costs consequent upon the 
introduction of wage guarantees in the particular industries studied. 
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That considerable scope exists for the application of such 
techniques, and the reduction thereby of seasonal and other 
short-term fluctuations in employment, has been shown by a 
number of recent studies. 1 One of these, prepared under the 
auspices of the American Management Association, reaches the 
general conclusion that 

a beginning could be made by most companies toward more stable 
employment. Once a business realises that the cost'of labor really 
does not disappear when men are laid off, much greater efforts 
toward a high level of employment may be made by each firm. For 
when a company lays off men, the cost of labor merely changes its 
form and comes back to plague not only the firm itself but many 
others as well. It is true that each employer will feel only a part 
of the effects of what he is doing, but he will also feel part of the 
effect of the dismissals by all the other employers. This is being 
increasingly realised, and hence there may be a change in the finan¬ 
cial and economic thinking of the individual enterprise, and in the 
concept of its responsibilities. 2 

The effect of a particular employment stabilisation technique 
upon production costs depends partly upon the nature of the 
technique and partly upon the nature of the industry in which 
it is applied. 3 Further, each of the methods of production and 
employment stabilisation may involve some additional expense 
as well as some cost savings. For example, production for stock 
implies the storage of a certain percentage of the output of 
a firm for a particular period until improved market conditions 
allow sales at a more remunerative price’. Storage costs arising 
from the rent of a warehouse, insurance, interest on capital 
invested, depreciation, handling and clerical expenses, etc., may 
be offset to a greater or less extent by the additional revenue 
derived from sale later at a higher price than could be obtained 
at the time. Also, the shape and slope of the firm’s cost curve 
must be taken into consideration. Thus, if costs increase 

1 See in particular American Management Association : Annual Wages 
and Employment Stabilization Techniques , Research Report No. 8 (New York, 
1940); J. Chernick and G. 0. Hellickson : Guaranteed Annual Wages 
(Minneapolis, 1945); A. D. H. Kaplan : The Guarantee ofAnnual Wages 
^Washington, 1947); Joseph L. Snider : The Guarantee of Work and Wages 
(Boston, 1947); Guaranteed Wages, Report to the President by the Advisory 
Board, Office of War Mobilization and Reconversion, Office of Temporary 
Controls, op. cit,, Chapter X; and The Conference Board Management 
Record , September 1947, pp. 259-201, “ Stabilising Employee Incomes ”, 
by S. Avery Raube. 

# American Management Association, op. cit ., p. 55. 

• For a full discussion of the effect of employment stabilisation on costs, 
see American Management Association : Annual Wages and Employment 
Stabilization Techniques, Supplement to Research Report No. 8 (New York, 
1945), pp. 3-16. 
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rapidly as the rate of utilisation of capacity declines, as in the 
case of the steel industry, production for stock will be more 
advantageous than if costs increase only slowly. 

Employment stabilisation is likely to lead to' a reduction in 
overhead costs through better utilisation of the plant and of 
permanent personnel. Further, there are certain intangible 
cost reductions. For example, there is likely to be a lessening 
in the opposition of workers to technical improvements. 

Not all of the factors in production or employment stabilisa¬ 
tion plans which lead to cost increases or decreases have been 
mentioned, but sufficient has been said to indicate that, although 
the effect of such plans upon costs in a particular case can only 
be determined by actual trial, it seems reasonable to expect that 
the stabilisation of production and employment would, in fact, 
lead to reductions in production costs rather than to increases 
in such costs. 

Finally, it must be recognised that the benefits of production 
and employment stabilisation cannot be measured in terms of 
possible savings in production costs only. More stabilised pro¬ 
duction and employment would result in greater employment 
and income security for the workers as a whole and, therefore, 
in an increase in the sum of human happiness. 


Cost Savings from Operation of a Full 
Employment Programme 

The effects of the international and national business cycles 
upon production and employment both in the economy as a 
whole and in the individual plant are well known. The magnitude 
of the variations in employment in different areas of the eco¬ 
nomy was discussed in Chapter V1H above, while the effects 
of such variations upon the costs of operating guaranteed wage 
plans are apparent from the data of table XXV and tables I 
and n of Appendix I. It will be remembered that the costs of 
such plans would have increased greatly in 1938, a year of 
depression, because cyclical unemployment was relatively high 
in that year. If a full employment policy could be carried out 
successfully, cyclical unemployment would be reduced to a 
minimum, with a corresponding reduction in the costs of 
guaranteed wage plans, the introduction of which in the durable 
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goods industries would thereby be greatly facilitated. In this 
event, firms would for the most part have to pay their workers 
only for idle time caused by seasonal and other factors which, 
as was shown above in the case of non-durable goods industries, 
do not have nearly so great an effect on the cost of a guaranteed 
wage plan as do cyclical fluctuations. 


Conclusions 

It will now be apparent that an improvement in labour 
relations, the stabilisation of production and employment, and 
the successful implementation of a full employment programme 
should cause some reduction in the gross costs of operating 
guaranteed wage plans. However, it seems reasonable to 
assume, even after allowance has been made for such cost 
reductions, that the introduction of a guaranteed wage plan in 
a particular plant would cause some increase in the production 
costs of an individual firm over a period of years. 

It must now be asked what is likely to be the effect of such 
an increase in costs ? Will it lead to an increase in prices, a 
decrease in profits, a reduction in money wage rates or some 
combination of these ? Of course, it is not possible to state 
with any degree of certainty that an increase in the costs of an 
individual firm would result from the operation of a guaranteed 
wage plan by that firm. There may in fact be a decrease in 
such costs. But whatever the effect in a particular case, it is 
most unlikely that the introduction of wage guarantees would 
cause no alteration in the costs of firms introducing such 
guarantees and, therefore, would bring about no changes in 
prices, profits or wages. It is apparent that such changes in 
prices, profits or wages would lead to modifications in the struc¬ 
ture of the economy which might or might not be desirable in 
either the short or the long run. An analysis of the economic 
implications of wage guarantees is therefore necessary as a basis 
for any judgment as to the feasibility or the desirability of 
introducing such guarantees on any considerable scale. Such 
an analysis is attempted in the next chapter. 



CHAPTER XI 


WAGE GUARANTEES: ECONOMIC EFFECTS 
AND GENERAL CONCLUSIONS 

An analysis of the possible economic effects of wage 
guarantees involves separate consideration of the possible effects 
of such guarantees on the firm or industry, and on the economy 
as a whole. The discussion which follows is concerned first with 
the effects of the introduction of wage guarantees on the firm 
or industry concerned, with special reference to the effects of 
the increase in production costs which will usually be involved. 
The more general effects of wage guarantees on the economy 
as a whole are then examined. 

Consideration is then given to the relation between wage 
guarantees and unemployment insurance or other more general 
forms of provision for the unemployed ; and the advantages 
claimed for dismissal compensation schemes are briefly noted. 

Because of the comprehensive and authoritative character 
of the recent report on Guaranteed Wages by the Advisory 
Board of the United States Office of War Mobilization and 
Reconversion, and the general concordance between the con¬ 
clusions of this report and those reached in the present and 
preceding chapters, the next section is devoted to a summary 
of the findings of this report. 

Finally, the main points brought out in Chapters IX to XI of 
the present report are briefly recapitulated, and attention is 
directed to the account of the discussions and conclusions of the 
Iron and Steel Committee and Metal Trades Committee which 
is given in Appendices m and IV to the report. 

Economic Effects of Wage Guarantees on the Firm or Industry 

In analysing the economic effects of wage guarantees on the 
firm or industry it is convenient to begin by considering certain 
aspects of the manner in which wage rates are determined in 
a modem economy. In general, wage rates and the conditions 
pertaining thereto are the subject of bargaining in one form or 
another between employers and workers, with or without the aid 
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of government agencies. Consequently, the terms of any 
guaranteed wage plan which is to be introduced in a particular 
plant or industry will normally also be the subject of bargaining 
between the employers and the workers concerned. 1 The inclu¬ 
sion of guaranteed wage plans in the subject matter of collective 
bargaining may, however, have far-reaching repercussions, 
since it will tend to replace collective bargaining in terms of 
wage rates only by bargaining in terms of a combination of price 
and quantity. 2 The employer will be in the position of under¬ 
taking not only to pay a specified wage for any labour he 
employs, but also to purchase a specified quantity of labour for 
a particular period. All guaranteed wage arrangements require 
in one way or another the purchase of a certain number of man¬ 
hours at a particular price for a particular period. 

The employer may therefore be obliged at certain times to 
employ, or at least to pay for, a greater quantity of labour than 
he would have kept in employment had no guarantee scheme 
been in operation. He will no longer be able to engage and 
dismiss as he wishes and to purchase only the quantity of labour 
he needs from day to day. However, this is not the end of the 
matter. While the entrepreneur must purchase a certain quan¬ 
tity of labour under the terms of a guaranteed wage plan, he 
can still bargain as to the price he will pay for it. 

From the point of view of the workers this price-quantity 
type of bargaining may be advantageous or not in the long run. 
The price of labour must still be determined by the bargaining 
process. What this price will be depends, in part, on the relative 
bargaining strengths of the parties. Some degree of monopoly 
is typical of the labour market under the conditions prevailing 
in a modem economy where both employers and workers are 
strongly organised. With quantity as well as price the subject 
of bargaining, the bargaining power of organised groups will be 
extended, and the group having the superior bargaining power 
will be able to wield a greater influence on the price of labour 
than if price alone was the subject of the bargaining. Thus, 
if the employer is the more powerful, it is conceivable that the 
price of labour may be forced down to the point where workers 

1 It will be recalled that both the Iron and Steel Committee and the 
Metal Trades Committee emphasised the desirability of guaranteed wage 
plans being worked out and introduced through the normal processes of 
collective bargaining. 

* Cf. Journal of Politioal Economy, February 1946, pp. 76-79, “ The Pure 
Theory of the Guaranteed Annual Wage Contract ”, by Vassily Lsontibvv. 



256 


GENERAL REPORT 


will be no better or very little better off, as far as total earnings 
are concerned, than they were before they obtained a guaranteed 
wage. 1 On the other hand, if the workers have the superior 
strength, they may be able to make their toteil earnings higher 
not by trying to alter the price of labour, but by using their 
bargaining power to increase the quantity of labour to be 
purchased by, for example, obtaining an extension of the 
coverage of the guarantee or of the length of the period to be 
guaranteed. 

The consequences of the exercise of this bargaining power 
by employers and workers will be different according as it 
results in an increase or a decrease in labour costs and so in an 
increase or decrease in the profits of employers, or in higher or 
lower earnings for the workers. For example, an increase in 
labour costs will lead either to an increase in prices or to a 
decrease in profits, or to some combination of both. It is obvious 
that such a result may have important repercussions upon the 
economy. 

As an example of the effects of the exercise of bargaining 
power by employers and workers in connection with the 
operation of a guaranteed wage plan, the case of a single in¬ 
dustry where both employers and workers are strongly organ¬ 
ised may be considered. If the terms on which the guaranteed 
wage is introduced are such as to involve a loss to the workers, 
there will be a tendency for them to move to other industries. 
If, on the other hand, the workers gain, other workers will tend 
to move into the industry. A scarcity or surplus of labour in 
the industry may thus be created ; this in turn will tend to be 
corrected in time by a rise or fall in money wages in the.industry 
until employment in the industry returns to its former level. 
This conclusion, however, fails to take into account the costs of 
movement of labour from one industry to another and the 
possibility that such movement may be impossible, or may be 
feasible only on a very limited scale, owing to the difficulties 
which workers experience in transferring from one industry to 
another requiring different skill. Steel workers or coal miners, 
for example, do not readily transfer to other industries. 
Moreover, the possible effects of substitution by employers of 
machinery for labour, if the latter becomes scarce, must also be 

1 In these circumstances the fixing of a legally enforceable minimum 
wage rate, by setting a lower limit to the price of labour, could be expected 
to have a beneficial effect on earnings as well. 
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taken into account. In practice, therefore, the employment 
situation which existed in the industry before the introduction 
of the guaranteed wage plan is unlikely to be completely re¬ 
established. 

The changes in the price of labour and in the size of the 
labour force employed in an industry, which will occur as a result 
of the introduction of a guaranteed wage plan, may or may not 
be desirable from the point of view of the economy as a whole. 
In the first place, changes in wage rates may bring about a 
redistribution of the national income among the different income 
groups. Secondly, changes in the size of the labour force of 
particular industries will alter the relative size of the various 
industries. Such a redistribution of the national income and of 
the total labour force may have far-reaching effects, desirable 
or undesirable, on the structure of the economy. 

The position is still more complicated by the fact that a loss 
in income to the workers may mean a corresponding gain in 
income to the employers, and vice versa. A gain to the employ¬ 
ers from the bargaining means that profits are higher -and 
consequently other investors will be attracted to the industry. 
On the other hand, a loss means that profits will be lower and 
further investment in the industry will be discouraged. In the 
long run, therefore, investment in the industry may either 
increase or decrease, with effects on the allocation of an 
economy’s capital equipment among different industries which 
may or may not be desirable. However, it is by no means 
certain that employers will have to absorb the loss themselves 
as there is always the possibility that such a loss may be passed 
on to consumers in the form of higher prices. Whether this can 
be done or not depends on the nature of the demand for the 
products of the industry. If the demand for a particular pro¬ 
duct is inelastic 1 , its price may be increased with little effect 
on the quantity demanded, although how much it can be 
increased without appreciably decreasing the quantity demanded 
will depend on the degree of inelasticity. On the other hand, 
if the demand is elastic 2 , the price of the product could not be 


1 The demand for a product is said to be inelastic if a change in its price 
causes a less than proportional change in the quantity demanded. For 
example, if a rise in the price of a product by 20 per cent, causes the quantity 
demanded to fall by*only 5 per cent., the demand for the product is inelastic. 

1 The demand for a product is said to be elastic if a change in its price 
causes a more than proportional change in the quantity demanded. For 
example, if a rise in the price of a product by 20 per cent, causes the quantity 
demanded to fall by 70 per cent., the demand for the product is elastic. 
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increased without causing a considerable decrease in the quantity 
demanded, and consequently in the rate of utilisation of the 
capacity of the individual plants concerned. The extent of the 
fall in demand will, of course, depend on the degree of elasticity. 

If a firm, operating under conditions of decreasing costs, 
raises the price of its product in order to cover the cost of a 
wage guarantee, and as a consequence finds its sales declining 
and has to reduce output, the result will be a fall in profits, 
since it may be assumed that output had formerly been adjusted 
to the point where maximum revenue was attained. Since costs 
per unit of output will increase as output falls, the reduction 
in output will mean a decline in profits. 

If the cost of a guaranteed wage plan is such that it cannot 
be covered out of profits or by a decrease in wages, the price 
of the product will have to be increased. If the demand for 
the product is elastic, the rise in price will lead to a decline in 
sales and in output, and, in the long run, a decline in the 
resources allocated to the industry as existing plant becomes 
redundant. This is likely to be the result in many consumers’ 
goods industries, the demand for the products of which is elastic. 
However, in the case of durable producers’ goods industries, the 
demand for the product is generally inelastic, particularly where, 
as in the case of steel, its price represents only a small pro¬ 
portion of the cost of the finished goods and where substitution 
by other products is impossible or unlikely. In this event it will 
be possible to raise the price of the product with little effect on 
the quantity demanded. 

A redistribution of an economy’s resources through the 
effects of wage guarantees on the price structure of the economy 
would seem likely to result in a more efficient distribution of 
such resources, since each industry will be charged with the 
costs of the idleness of the factors of the production for which 
it is responsible. 1 The economy may be expected gradually to 
become more stable and a greater measure of income security 
than is now enjoyed should be possible. 

It has sometimes been suggested that industry-wide gua¬ 
ranteed wages would lead to a reduction of total employment, 

1 It has been suggested that no industry is entirely responsible for 
unemployment of its workers, since the causes of the unemployment are 
beyond its control. Sooiety as a whole, it is argued, should bear the costs of 
unemployment. One method by which this might be done would be subsidis¬ 
ing, out of unemployment compensation funds, employers who guarantee 
wages or employment. This argument is examined in more detail below. 
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as the stabilisation policies which would be adopted in order 
to minimise the cost of the guarantee would result in a smaller 
labour force being required by each plant. Individual plants 
might, it is true, be able to reduce their labour force, but it does 
not follow that total employment would decline. In an expand¬ 
ing economy, the freeing of workers from the labour force of 
a particular plant would, in the long run, result in a rise in 
output per head, and consequently in real wages, through the 
fuller utilisation of plant capacity in the industries introducing 
the scheme. Much of the economic progress of the past hundred 
years has resulted from a decline in the number of men required 
to produce a given quantity of goods. No one, for example, 
today deplores the fact that far fewer agricultural workers are 
now needed to produce a ton of food than at the beginning of 
the nineteenth century. 1 

To sum up, it would seem probable that the widespread adop¬ 
tion of industry-wide guaranteed wage plans, in conditions in 
which employers and workers are strongly organised, would 
result in a redistribution of income and a more efficient allo¬ 
cation of scarce resources (particularly of labour and capital) 
among alternative uses through the effect of collective bargaining 
on the total remuneration of the workers concerned, on the 
profits of employers, and on the prices paid by consumers for 
the products of the industries operating such plans. The extent 
of the redistribution of income and resources will depend upon 
a number of factors such as the relative bargaining strength of 
employers and workers, the relative importance of the firms 
operating the wage guarantee and the nature of the demand for 
their products. A reduction in toted employment as a result of 
the introduction of wage guarantees need not necessarily be 
expected. 

Effects of Wage Guarantees on the. General Level 
of Economic Activity and Employment 

So far the discussion of the economic effects of wage 
guarantees has centred mainly round the effects of such 
guarantees on the production costs of individual firms and 
industries, and the effects of increases in such costs on the 

1 In economies where expansion is insufficient to maintain full employ¬ 
ment, the effect of introducing a general guaranteed wage scheme would he 
similar to the effects of a general increase in wage rates. This problem was 
discussed in Chapter IV above. 




260 


GENERAL REPORT 


structure of the economy. A discussion of the economic effects 
of wage guarantees is not complete, however, without con¬ 
sideration of the probable effects of the widespread application 
of such guarantees on the stability of the general level of 
economic activity and employment. 

If, as some advocates of these guarantees have claimed, their 
application would reduce substantially the severity of cyclical 
fluctuations, this would clearly be a particularly strong point in 
their favour. Cyclical fluctuations are a major cause of un¬ 
employment, and there is little that the individual firm or 
industry can do either to reduce their severity or to escape their 
effects. Any contribution which wage guarantees could make 
to the elimination of such fluctuations would reduce correspon¬ 
dingly the need to rely on other elements in a full employment 
policy and would be reflected in higher output and higher 
standards of living. Any reduction of cyclical fluctuations 
achieved in this way would in turn greatly reduce the cost of 
wage guarantees. 

As is now well understood, the central problem in maintaining 
high levels of employment in a steadily expanding economy, and 
thus avoiding cyclical unemployment, is how to maintain an 
adequate total demand for goods and services. The extent to 
which wage guarantees will reduce cyclical unemployment will 
depend on the extent to which they will contribute to the main¬ 
tenance of total demand. 

The main elements in the total demand for the national pro¬ 
duct are consumers’ expenditure, investment expenditure, 
Government expenditure and foreign demand for the exports 
of the economy. It seems clear that even the widespread 
adoption of wage guarantees could have little effect on Govern¬ 
ment expenditure or on foreign demand for exports. It is 
reasonable to suppose, however, that it would have some stabilis¬ 
ing effect on the level of consumers’ expenditure and invest¬ 
ment expenditure. The question is how great this effect would 
be. If total wage payments at any given level of wage rates are 
stabilised through the widespread operation of wage guaran¬ 
tees \ how far will this policy stabilise consumers’ expenditure 

1 The discussion of the next few pages assumes that it is actually possible 
to stabilise wages (t.e., total wage payments at a given level of wage rates) 
by the operation of wage guarantees. This assumption ignores, for the 
moment, the difficulties of guaranteeing wages in certain capital goods 
industries. The effect of such difficulties on the possible stabilisation of 
wages is examined below. 
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TABLE XXVI. CONSUMERS’ EXPENDITURE AS A PERCENTAGE OP 
NATIONAL INCOME, AND SALARIES AND WAGES AS A PERCENTAGE 
OP CONSUMERS’ EXPENDITURE, IN AUSTRALIA, 1938-1939 TO 
1945-1946, CANADA AND THE UNITED KINGDOM, 1938-1946 
AND THE UNITED STATES, 1929-1946 


Consumers’ expenditure as a percentage 
of national income 

Salaries and wages 
consumers’ 

as a percentage of 
expenditure 

Year 

Australia 

Canada 

United 

Kingdom 

United 

States 

Australia 

Canada 

United 

Kingdom 

United 

States 

1929 




76 




68 

1980 

— 

— 

— 

78 

— 

— 

— 

64 

1981 

— 

— 

— 

80 

— 

— 

— 

61 

1982 

— 

— 

— 

84 

— 

— 

— 

62 

1938 

— 

— 

— 

88 

— 

— 

— 

62 

1934 

— 

— 

— 

78 

— 

— 

— 

64 

1935 

— 

— 

— 

78 

— 

— 

— 

— 

1986 

— 

— 

— 

74 

— 

— 

— 

68 

1937 

— 

— 

. _ 

74 

— 

— 

— 

68 

1938 

71 

72 

80 

76 

65 

66 

67 

66 

1989 

67 

69 

77 

75 

65 

67 

66 

67 

1940 

65 

65 

68 

72 

66 

66 

72 

69 

1941 

60 

60 

60 

66 

71 

69 

77 

78 

1942 

52 

55 

58 

57 

78 

77 

78 

88 

1948 

50 

58 

55 

53 

81 

81 

81 

90 

1944 

51 

53 

57 

58 

77 

79 

79 

87 

1945 

60 

60 

61 

58 

71 

71 

72 

82 

1946 

— 

67 

71 

70 

— 

69 

71 

71 


Source : The percentages for each country were calculated from data given in the following 

official publications: 

Australia : National Income Estimates, 1938-39 to 1945-46 (Canberra, Commonwealth 
Government Printer, 1946), pp. 4-5. 

Canada : Dominion Bureau of Statistics : National Accounts, Income and Expenditure, 
1938 t46 (Ottawa, 1947), pp. 2-3. 

United Kingdom : National Income and Expenditure of the United Kingdom, 1938-46, 
Cmd. 7099 (London, H.M. Stationery Office, 1947), pp. 18-19. 

United States: United States Department of Commerce, Bureau of Foreign 
and Domestic Commerce, National Income and Product Statistics of the United 
States, 1939-40, Supplement to Survey of Current Business, July 1947, p. 19. 

Notes: 1. The percentages given in the first part of the table for Australia, Canada 
and the United States are based on gross national product data, while those for the United 
Kingdom are based on net national product data. The percentages for the United Kingdom 
would be a few per cent, lower than those given in the table, if such percentages were based 
on gross national product data. All the percentages would then be comparable horizontally. 

2. The percentages given in the second part of the table for Australia, the United 
Kingdom ana the United States were calculated from data on salaries and wages only, 
while such percentages for Canada were calculated from data which included supplementary 
labour income as well as salaries and wages. The percentages for Canada, are, therefore, 
slightly greater than they would be if they were calculated from data of salaries and wages 
only. Cf. J. B. D. Derksen : The Comparability of National Income Statistics, United 
Nations Economic and Social Council Document E/CN.3/WSC/5 (Lake Success, New 
York, 28 August 1947). 


or investment expenditure ? Further, if either consumers’ 
expenditure or investment expenditure is stabilised, will this 
help to stabilise the other type of expenditure ? Will there be 
other secondary effects? These are some of the questions 
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which must be answered in testing the validity of the proposition 
that it is possible to maintain total demand by stabilising wages 
through the widespread operation of wage guarantees. 

Effects of Stabilisation of Wages upon Consumers' 
Expenditure 

The table above shows the percentages which consumers’ 
expenditure formed of national income and the percentages 
which salaries and wages formed of consumers’ expenditure in 
four countries in certain years. 

Two important deductions can be made from the data pre¬ 
sented in the above table. First, in the case of the countries 
studied, expenditure for consumers’ goods and services accounts 
in normal years for about three-fourths of the total demand for 
the products of industry in a well-developed economy. Such 
expenditure would form a higher proportion of total demand in 
less well-developed economies. Indeed, in a primitive economy 
it would account for practically the whole of total demand. 
Second, irrespective of the size of consumers’ expenditure in any 
year, salaries and wages form normally an almost constant 
proportion of between three-fifths and two-thirds of such 
expenditure in the case of the four countries for which data is 
given in the above table. 1 It would appear, therefore, that if 

1 Not all salaries and wages are spent on consumers’ goods and services. 
Normally, salaried employees and wage-earners save a small proportion of 
their salaries and wages, but during a depression dis-saving occurs. On the 
other hand, the proportion saved increases considerably in a year of high 
prosperity, or during a war, when the gap between consumers’ purchasing 
power and the quantity of consumers’ goods and services available widens 
as the war continues. Again, similar changes in taxation take place for 
various reasons and further reduce in varymg degrees the proportion of 
salaries and wages spent on consumers* goods and services. For example, 
in the United States the proportion that personal savings and taxation 
formed of personal income from all sources (profits, rents, dividends, interest, 
salaries and wages) was 7.5 per cent, in 1929, 0.7 per cent, in 1933, 9.3 per 
cent, in 1937, 5.5 per cent, in 1938, 33 per cent, in 1944 and 18.1 percent.in 
1946. The percentages of salaries and wages which salaried employees and 
wage-earners save and pay in taxes will be less fhan the percentages of all 
personal income which are saved or taxed. If allowance is made for this 
fact, the percentage of salaries and wages which is saved or taxed over a 
period of years would probably average about 6-7 per cent, in the case of the 
United States. According to the table above, in the late 1930*s salaries and 
wages accounted for about two-thirds of consumers’ expenditure in the four 
countries for which data are given in the table. However, this is not the true 
proportion, since allowance must be made for the percentage of salaries 
and wages which is saved or taxed and which has just been estimated to be 
about 6-7 per cent. If this estimate is correct, therefore, salaries and wages 
would account for somewhat less than two-thirds, but probably not less than 
three-fifths, of all consumers* expenditure in well-developed countries 
in normal years, even after allowance is made for the generally higher 
taxation of the post-war years. 
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salaries and wages could be stabilised by the widespread adop¬ 
tion of wage guarantees, expenditure on consumers’ goods and 
services would be largely stabilised also. This conclusion is 
however Subject to certain qualifications. 

In the first place, it must be remembered that salaries and 
wages do not account for all expenditure on consumers’ goods 
and services. From about one-third to two-fifths of such 
expenditure is met out of profits, dividends, rent and interest. 
The stabilisation of salaries and wages alone, therefore, could 
not entirely stabilise expenditure on consumers’ goods and 
services. Further, income from profits, dividends and rent tends 
to be more unstable them income from wages. If, which is by 
no means certain, the widespread operation of wage guarantees 
brought about a redistribution of incomes in favour of wage- 
earners, such a redistribution would tend to increase the stability 
of total expenditure on consumers’ goods and services, as wage- 
earners commonly spend a greater proportion of their earnings 
on goods and services than do other income groups. On the 
other hand, if the widespread operation of wage guarantees had 
the effect of increasing profits, etc., at the expense of the income 
of wage-earners, expenditure on consumers’ goods and services 
would become more unstable. However, some writers consider 
that the stabilisation of wages through the operation of wage 
guarantees would in time stabilise profits, dividends and rents 
also, because of the secondary effects which the stabilisation 
of wages would have on the economy as a whole. 

Secondly, even if the total expenditure on consumers’ goods 
and services remained constant over a period of years, it would 
not necessarily follow that the demand for the output of each 
of the consumers’ goods industries would remain constant also, 
because shifts in the demand for different commodities are con¬ 
tinually taking place in a dynamic economy. 

Thirdly, it is more difficult to stabilise the demand for some 
types of consumers’ goods than others. 

The demand for durable goods fluctuates much more widely 
than the demand for non-durable goods. From 1929 to 1933, 
for example, personal consumption expenditures in the United 
States for durable consumers’ goods fell by more than 60 per 
cent., while those for non-durable fell only 40 per cent., and 
from 1933 to 1941 expenditures for durables increased nearly 
three times, while those for non-durables were not quite doubled? 

1 United States Department of Commerce, Bureau of Foreign 
and Domestic Commerce : op. eit., p. 19. 
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In the case of durable goods, a much larger proportion of total 
demand than in the case of non-durable goods cpmes from 
numbers of higher income groups, and stabilisation of wages 
will not affect directly this sector of demand. Such stabilisation 
would, it is true, have some stabilising effect on wage-earners’ 
demand for durables, since it would make wage-earners more 
willing to enter into long-term commitments for the purchase 
of such goods as furniture, radios, refrigerators or automobiles ; 
and to the extent that their incomes were revised as well as 
stabilised there would be a further addition in the total volume 
of stable demand for such goods. On the whole, however, it is 
to be expected that, even with a considerable stabilisation of 
workers’ incomes as a result of widespread adoption of wage 
guarantees, a fair amount of instability in the demand for 
durable consumers’ goods would remain. 


Effects of Stabilisation or Wages upon Investment 
Expenditure 

It was shown above that consumers’ expenditure accounted 
for about thrde-fourths of the total demand for the national 
product. Investment expenditure comprises a considerable part 
of the remainder. It is, therefore, highly desirable that such 
expenditure should also be stabilised as far as possible. To what 
extent can the stabilisation of wages through the widespread 
operation of wage guarantees contribute to the stabilisation of 
investment expenditure ? 

Some writers have suggested that the stabilisation of con¬ 
sumers’ expenditure would cause investment expenditure to be 
stabilised also. The stabilisation of the consumers’ goods in¬ 
dustries, it is argued, would tend to stabilise industries pro¬ 
ducing plant and machinery, which in turn would tend to 
stabilise basic industries such as the steel industry. In par¬ 
ticular, it is considered that the cumulative secondary effects 
of stabilisation in the durable consumers’ goods industries would 
have a highly favourable effect on the stability of producers’ 
goods industries, even though expenditure on consumers’ dur¬ 
able goods is only a small part of total consumers’ expenditure. 1 

1 In the United States, from 1929 to 1941, expenditure on consumers’ 
durable goods averaged about 10 per cent, of total consumers’ expenditure. 
The importance of industries producing such goods increases, however, as 
the percentage of total consumers’ expenditure going into durable goods 
and the country’s standard of living rise. 
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While there is much truth in this argument, it is subject to 
definite limitations. Stabilisation of wages can affect the level 
of investment expenditure only indirectly through its effect on 
the level of consumers’ expenditure. This is because practically 
all wages are spent on consumers' goods and services. The level 
of investment expenditure depends, for the most part, on 
decisions of business men in the case of private industry, and on 
the decisions of Governments in the case of publicly owned 
industry. Business men and Governments are influenced by 
many factors 1 in deciding whether or not to invest. Con¬ 
sequently, even if stability in consumers’ goods industries were 
achieved by the widespread operation of wage,guarantees 2 , it 
would not necessarily follow that such stabilisation would result 
in a stabilisation of investment expenditure as well. All that can 
be said is that some progress would be made towards the 
stabilisation of investment expenditure. There is reason to 
expect that residential construction and replacement investment 
in producers’ durable equipment would become much more 
stable. Additional investment in producers’ durable equipment 
and on new industrial construction would, however, be less 
affected, although here too some stabilising influence could in 
time be expected. 


Other Aspects of the Problem of Maintenance 
of Total Demand 

In recent years, expenditure by local and national Govern¬ 
ments on goods and services (excluding war expenditure) has 
provided an increasingly significant part of the total demand for 
the national product. Foreign private and Government invest¬ 
ment is an important factor also in some countries. Wage 
guarantees could have little influence on these components of 
total investment demand. 

Further, in many countries foreign trade is of considerable 
importance, and the international trade cycle has a great effect 
on production and employment in many industries. Wage 
guarantees would have no influence on foreign demand for the 


1 Cf. J. M. Ketnes : The General Theory of Employment, Interest and 
Money (London, 1942), Book IV, particularly pp. 135-137 and 248-249; 
Guaranteed Wages: op. oil., pp. 148 and 434-436. 

* It was shown above that such stability could not be entirely achieved. 
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products of the country operating such guarantees. If all 
countries were to adopt wage guarantees the situation would of 
comae be different, and it might be argued that the amplitude 
of the international trade cycle would be considerably reduced. 

Up to this point the discussion has proceeded on the assump¬ 
tion that it is possible by means of wage guarantees to stabilise 
the scheme of wage payments at a given level of wage rates. 
This assumption must however be modified for two main reasons. 

First, unless all employers were required by law to adopt full¬ 
time wage guarantees, it is hardly to be expected that such 
guarantees would be applied throughout all industry. To the 
extent to which they are not universally adopted, the stabilisa¬ 
tion of wage payments will be less than complete. 

Secondly, as has been shown in Chapter X and Appendix I, 
the costs of operating full-time wage guarantees in the capital 
goods industries are likely to be so high in years of even moder¬ 
ate unemployment that some limitation of the extent of the 
guarantee would have to be imposed to protect the financial 
stability of guaranteeing firms. Any such limitation would, of 
course, make the wage guarantee just so much less effective in 
stabilising wage payments. Anything short of full stabilisation 
of wage payments would mean a corresponding instability in all 
the various types of consumers’ goods industries, and particularly 
in the consumers’ durable goods industries. This in turn would 
mean instability in the producers’ goods industries. The greater 
this instability the more costly and difficult it would be to 
operate wage guarantees in any industry. 

This reasoning will be particularly applicable if the wage 
guarantees are financed by the pay-as-you-go system. 1 If, 
however, the reserve system of financing wage guarantees were 
used, and reserves were built up in good years when the costs of 
operating such guarantees in all industries were low, it should 
be possible .to pay benefits for longer periods in bad years and 
thus to achieve an appreciably greater degree of wage stabilisa¬ 
tion. In no case, however, is it to be expected that complete 
stabilisation of the scheme of wage payments could be achieved 
by introducing wage guarantees. 


1 The costs of wage guarantees may be met as they are incurred (pay-as- 
you-go system) or special financial reserves may be built up in good years, 
when the costs of wage guarantees are low, in order to cover the coBts in bad 
years (reserve system). 
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Conclusions as to Effects of Wage Guarantees 
on the Business Cycle 

The widespread adoption of wage guarantees in any country, 
by introducing greater stability into the total scheme of wage 
payments, would do much to stabilise consumers’ expenditure ; 
but complete stabilisation in all branches of consumers’ goods 
industries is not to be expected. The stabilisation of wages 
would have less effect on investment expenditure. It would 
have presumably no effect at all on the amount of foreign trade, 
foreign investment or Government expenditure, which account 
for a large share of total demand in many countries. 

Wage guarantees, therefore, though capable of making some 
contribution to the maintenance of total demand for the national 
product, cannot be expected to stabilise completely that demand. 
They may lessen the severity of cyclical fluctuations in pro¬ 
duction and employment, but they will not eliminate such 
fluctuations . 1 


Wage Guarantees and Seasonal Fluctuations 

Seasonal fluctuations in production and employment in par¬ 
ticular undertakings, unlike cyclical fluctuations in the economy 
as a whole, are to some extent within the control of the under¬ 
takings concerned. As was noted in the preceding chapter, 
a variety of techniques have been developed for the reduction 
of seasonal and other short-term fluctuations and the regu- 
larisation of production and employment throughout the year, 
and in a number of cases these techniques have been applied 
with considerable success. 

By giving the individual employer an additional financial 
incentive to apply such techniques, a guaranteed wage plan 
may provide a useful stimulus to the elimination or reduction 
of short-term fluctuations in employment, and thus contribute 
both to workers’ income security and to the maintenance of high 
output, and to the extent that seasonal unemployment persists 
despite this stimulus, it should not, in the majority of cases, prove 

1 Cf. the following conclusion reached by Professors Alvin H. Hansen 
and Paul A. Samuelson : “ From a dispassionate appraisal of the efficacy of 
guaranteed wages, the device would appear to be, by itself alone, a weak reed 
upon which to rely in an attack on such widespread unemployment as our 
economy has encountered in recent years”. (Guaranteed Wage *, op. eit., 
Appendix F, Economic Analysis of Guaranteed Wages, p. 417.) 


18 
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beyond the carrying power of a well-designed wage guarantee 
plan. Indeed, the provision of a greater measure of income 
security for workers subject to seasonal and other short-term 
fluctuations in employment will normally be the main purpose 
of such a plan. 


Dismissal Compensation Schemes 

In many respects, the economic effects of dismissal com¬ 
pensation plans are likely to be similar to those of wage gua¬ 
rantees, but as both the amounts of benefit provided and the 
costs involved are usually less, the effects also will be less 
marked. 

The employer who undertakes to provide dismissal com¬ 
pensation can expect to gain indirectly from the increased 
efficiency of workers whose security and morale are enhanced 
by the knowledge that they will not be left entirely without 
resources even if their employment is terminated. If the cost 
of dismissal compensation is charged to the department of the 
firm concerned, and the head of the department is thus given 
an incentive to stabilise employment, the benefits resulting from 
greater security are likely to be increased. 1 

In addition, the existence of provision for dismissal com¬ 
pensation may increase the willingness of workers to accept 
labour-saving technological improvements, with advantage to 
the firm in lower costs, to the workers in higher productivity 
and resulting higher wages, and to the consumer in lower prices. 
While dismissal compensation can scarcely be expected to cover 
the full losses experienced by displaced workers, it can at least 
ensure that they are not required to bear the whole cost of 
changes from which other members of the community benefit. 

Dismissal compensation is thus likely to be of particular 
value in two classes of industries : first, those in which tech¬ 
nological change involves reductions in the labour force, particu¬ 
larly if the workers laid off are in the higher age groups and 
are consequently likely to have special difficulty in finding new 
jobs ; and secondly, those industries in which, because of extreme 
fluctuations beyond their control in the demand for their pro¬ 
duct, the broader goal of stable employment and earnings can be 
achieved only for a fraction of the workers engaged. 

1 Cf. Everett D. Hawkins : Dismissal Compensation (Princeton, 1940), 
pp. 22-35. 
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Wage Guarantees and Unemployment Insurance 

The various types of guaranteed wage plans are regarded by 
some writers as being in substance unemployment insurance 
schemes financed solely by employers. It is suggested, however, 
that to expect individual undertakings to protect their workers 
against the consequences of fluctuations in employment is 
neither just nor prudent. The individual employer has no 
control over some of the main causes of these fluctuations 
—in particular, over cyclical fluctuations in economic activity 
or over the supply of raw materials or semi-finished parts on 
which his own operations may depend—and to saddle him with 
the cost of paying wages to workers whom he could not employ 
might be to put him out of business. “ The workers,” it is pointed 
out, “ would gain no benefit from becoming the creditors of 
their bankrupt employers.” 1 To require employers to guarantee 
wages would, it is suggested, be particularly inappropriate where 
compulsory unemployment insurance exists and benefits are 
consequently available for workers whose earnings cease 2 ; 
alternatively, if wage guarantees are introduced in such circum¬ 
stances, at least part of the cost of financing them should be 
borne by the unemployment insurance scheme. In support of 
the latter suggestion it is pointed out that, to the extent that 
employers are led by the introduction of wage guarantees to 
reduce the instability of their operations, the volume of un¬ 
employment and the cost of unemployment insurance will fall; 
and it would be reasonable to apply a part of this saving to 
cover the cost of the wage guarantees. Even if the total disburse¬ 
ments involved increased, the community as a whole, it is 
suggested, would gain, for men kept at work because of a wage 
guarantee will be producing, instead of merely consuming in 
idleness. 

The question of where the costs of wage guarantees or 
unemployment insurance will ultimately fall, and in what pro¬ 
portions, is no doubt a good deal more complicated than argu- 

1 Cf. Appendix IV. 

2 Fourteen countries at present have compulsory unemployment insur¬ 
ance schemes (see International Labour Organisation, First Kevort of the 
International Labour Organisation to the United Nations , Vol. I (Geneva, 
I.L.O., 1947), p. 39). A few other countries, including Czechoslovakia, 
Denmark, the Netherlands and Sweden, operate voluntary unemployment 
insurance schemes, while others, notably France, have unemployment 
assistance schemes only. 
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ments of this character would appear to imply. As has already 
been noted, the costs of wage guarantees financed by the 
employer may in fact be passed on, wholly or in part, in the 
form of higher prices or of lower wages; and, similarly, the 
final incidence of the costs of unemployment insurance may be 
very different from the immediate source of the contributions. 
Careful analysis of the circumstances of any particular case will 
be required before any firm conclusions can be reached. 

Whatever the proportions in which costs may be shared, 
however, there is bound to be a close relationship between the 
eligibility and benefit provisions of a wage guarantee plan and 
the corresponding features of any more general system of 
unemployment provision that may be in operation. For con¬ 
venience of reference the relevant provisions of a number of 
existing unemployment insurance schemes have been sum¬ 
marised in Appendix II. Under these provisions a worker who 
suffers unemployment and becomes eligible for the unemploy¬ 
ment benefit receives an amount less than the equivalent of 
full-time earnings, the difference being due to limitations on the 
rate and duration of unemployment benefit and to the waiting 
or qualifying period during which an unemployed worker must 
wait after becoming unemployed before he becomes eligible for 
benefit The amount of the benefit varies in different countries. 
In some cases, as in Australia and New Zealand, the benefit is 
a fixed amount, irrespective of previous earnings, and is payable 
as long as the beneficiary continues to meet the conditions for 
the initial receipt of the benefit. In other countries, such as 
Canada and the United States, the benefit is not a fixed amount 
but varies according to contributions to the unemployment 
insurance fund or to previous earnings, and is payable only for 
a limited period. Further, the length of the waiting period 
varies from country to country. In most countries it is one 
week. In some, however, a longer waiting period is set—for 
example, two weeks in certain States in the United States. In 
Maryland, in the United States, on the other hand, no waiting 
period is required, while in Belgium the benefit is payable from 
the first day that the unemployed person is certified unemployed 
by his employer, and in the United Kingdom after three working 
days of unemployment. 

In the United States Federal Social Security Act of 1935 
special provision is made for reducing the unemployment 
taxation payable by employers who guarantee at least thirty 
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hours of work for each of forty weeks during a year. 1 To 
qualify for the tax reduction, the balance of the employer’s 
guaranteed employment account, which is maintained as a 
separate account in a State unemployment fund, must amount 
to not less than 2.5 per cent, of that part of the payroll or 
payrolls for the three years preceding the computation date on 
which contributions to the account were based. In addition, 
certain other requirements must be met. The Act also permits 
the States to reduce the unemployment compensation contribu¬ 
tion rates paid by employers with acceptable guaranteed employ¬ 
ment plans, but under conditions which offer them no advantage 
over employers without such plans, and indeed place them at 
a disadvantage. Seven States adopted provisions in conformity 
with this part of the Federal Act, but all proved dead letters and 
all but one have been repealed. No rate reduction has ever been 
authorised for any employer under the guaranteed employment 
provision of the Social Security Act, and in at least two cases 
the adoption of this Act led to the discontinuance of guaranteed 
wage plans. In one of these the employer, and in the other the 
workers, felt that the unemployment compensation provided 
under the Social Security Act rendered a wage guarantee 
unnecessary. 2 

Where a comprehensive system of compulsory unemploy¬ 
ment insurance is in operation, there is evidently little, if any, 
advantage in establishing wage guarantees which do no more 
than take the place of the benefits provided by such insurance ; 
there may indeed be a positive disadvantage, since a guaranteed 
wage scheme may reduce the mobility of labour by tying work- 


1 An employer may also qualify for the reduction by guaranteeing a 
smaller number of weekly hours for a longer period (one hour weekly may be 
deducted for each week added to the guarantee period). 

1 Guaranteed Wages , op . cit ., pp. 52-54 ; Federal Security Agency, 
Social Security Board ; Compilation of the Social Security Laws (Washing* 
ton, D.C., 1944), pp. 61-65 ; and American Management Association : 
Annual Wages and Employment Stabilization Techniques , Research Report 
No. 8 (New York, 1945), p. 53. Under an earlier Wisconsin law of 1932 (the 
first unemployment compensation law adopted in the United States) unem¬ 
ployment insurance contributions were related to wage guarantees ; employers 
who guaranteed thirty-six hours of work for forty-two weeks in a year, repre¬ 
senting 60 per cent, of full time, were exempt from paying such contributions. 
In 1935, the guarantee requirement was changed to two-thirds of the regular 
weekly hours, while one hour weekly was permitted to be deducted for each 
week per year added. Some 96 employers established guarantees under this 
clause. When the Wisconsin law was amended further In September 1935 to 
bring it into conformity with the Federal Social Security Act of 1935, these 
employers were no longer exempted from paying unemployment insurance 
contributions. As a result, they abandoned their guaranteed wage plans 
(Guaranteed Wages , op. cit, pp. 51-54). 
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ers to a particular employer. This need not mean, however, that 
where unemploymeent insurance exists there is no scope for 
wage guarantees. Apart from the inducement such guarantees 
may give to employers to stabilise their operations, the benefits 
they provide may be so designed as to supplement the insurance 
benefits. In order to do so they must take fully into account 
the specific provisions of the unemployment insurance schemes, 
including in particular the waiting period and the rates and 
duration of benefits. 1 . They will also need to take account of 
the methods of financing the more general scheme, and of any 
provisions which may exist for “experience rating” or reduc¬ 
tions in employer contributions in recognition of stable employ¬ 
ment or of wage guarantees. 

The problem, in short, is one of adjusting wage guarantees 
to more general forms of unemployment provision, and vice 
versa, in such a way as to combine their possible contributions 
to the security of workers’ incomes, while preserving or 
encouraging adequate mobility of labour. It is a problem which 
deserves more thorough examination than has been possible in 
the present report. 


Conclusions of the United States Guaranteed Wage Study 

The general conclusions suggested by the analysis of this and 
the two preceding chapters are substantially in agreement with 
those reached in the recent United States official report, Gua¬ 
ranteed Wages. For this reason, and because of the com¬ 
prehensive and authoritative character of this report, it is of 
interest to quote the following extracts from the principal 
findings of this report. 


1 As an example of a guaranteed wage plan which has been designed to 
fit in with an existing unemployment insurance scheme, reference may be 
made to a plan recently introduced by a truck body building company in 
the midwest of the United States. Under this scheme “ any worker accepted 
as a regular employee is given a guaranteed wage of $25 a week for one 
year. If an employee is laid off temporarily, he is required to apply for 
unemployment compensation. The company will pay the difference between 
the State benefits and $25 a week. If an employee is unable to work and 
does not receive compensation, the company pays the full amount of $25 a 
week for a year. Benefits start with the seventh working day off. If disabled, 
the employee must submit a report from a physician whom the company 
approves. Benefits are not paid for absences due to war, flood, fire, strike 
or other emergency over which the company has no control, but ‘the com¬ 
pany’s inability to provide work shall not be a reason for not paying the 
$25 per week benefit.’ The total personnel is approximately 200”. Cf. 
The Conference Board Management Record, October 1947, p. 311. 
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Costa of Involuntary Idleness. 

In the 12-year period following 1929, involuntary idleness cost 
the American people $275,000,000,000 of real income. That loss, if 
it had been productively used, would have been sufficient to build 
all the railroads in the country, to have substantially rebuilt the 
cities, and to have permitted the replacement of all obsolete and 
obsolescent equipment in the entire nation. The principal loser, but 
by no means the only one, was the American worker. Total 
unemployment, and the partial loss of incomes through reduced 
hours of work which affected millions of workers, also threatened 
the security of the other millions. The tragedy, suffering, and 
frustration which characterized the 12 years produced a deep- 
rooted demand for security—of which the guaranteed wage is 
becoming one of the most important expressions ... 

Unemployment Insurance. 

Since the wages lost by individual workers through 
unemployment are compensated only in part by unemployment 
insurance, a wide field is left open to the development of guaranteed 
wage plans by industry or by industry and labor jointly. The 
very existence of unemployment insurance, moreover, makes possible 
the development of wage guarantees to a degree which would not 
otherwise be practicable. In a substantial sense, the problem of 
guaranteeing wages is a problem of supplementing unemployment 
insurance... 

Experience with Guaranteed Wage Plans. 

In general the experience with guaranteed wage plans has been 
highly successful in many establishments. They have proved to be 
flexible instruments, adaptable to a large variety of circumstances 
and useful for a multiplicity of purposes. They are to be found 
in a variety of industries and are by no means confined to industries 
whose activities directly reflect consumer demand. The number of 
plans is greater in such industries, however, than in industries 
which are concerned primarily with the capital goods and other 
non-consumer markets. 

While the survey of guarantee plans covered more than those 
which fall into the annual wage category, it is significant that 
about 90 per cent, of the plans pay full-time wages for the guarantee 
period, and two-thirds of the currently-operating plans guarantee 
employment for a full year at the full-time hours of pay. Also, 
more than one-third of the total plans now in operation cover sub¬ 
stantially all the workers of the establishment ; and, of these, 
two-thirds guarantee employment for a full year, and three-fourths 
guarantee 48 weeks or more of full employment annually... The 
device of guaranteeing wages is capable both of benefiting employees 
and producing beneficial results for employers. This is indicated 
by two facts gleaned from experience : (1) a substantial number of 
companies managed to operate plans over a long period of time—the 
average period of operation of plans active in 1946 was almost 
10 years ; (2) the causes for discontinuance of plans lay to a far 
greater degree in special individual circumstances, in legislation and 
war rather than in depressions, competitive difficulties, and other 
high cost influences ... 
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Cost of Guarantees. 

The experience with guaranteed wage plans has not afforded 
any substantial evidence as to what a plan with specifed provisions 
might cost over a period of time. An employer who guarantees 
wages undertakes an obligation to pay the amount guaranteed 
regardless of whether he has enough work to cover the guarantee. 
A guarantee is self-defeating if it involves an employer in additional 
costs to the point where his ability to adjust becomes unduly limited. 
The probable cost of a guarantee obligation will, therefore, essen¬ 
tially determine whether any guarantee, or how much of a gua¬ 
rantee, is feasible. Moreover, since any forecast is subject to a 
margin of error, prudence dictates that in setting up a plan, limi¬ 
tations be thrown around the guarantee to insure that costs are 
kept within the bounds of reason... 

Anwial Incomes of Workers undei' Wage Guarantees . 

Taking the extreme case among those covered in this study, 
limiting the employer's liability for time not worked to 10 per cent, 
of his guaranteed payroll in any year would have given the worker 
an income under the guarantee in 1938 totalling almost 60 per cent, 
of full time, including the paid vacation to which the worker 
would be entitled and unemployment insurance benefits at current 
levels and durations. In this extreme case, the average worker's 
income for the 5 years would be approximately 90 per cent, of full 
time, although there were two bad years in the five. If unemploy¬ 
ment insurance benefits were liberalized to the extent practicable, 
the minimum annual income would approximate three-fourths of 
full-time earnings, and the 5-year average would exceed 90 per cent. 

A combination of the 10 per cent, limit with a 48 instead of 
a 52-week guarantee would probably not reduce workers' income 
in a bad year for most establishments, but might slightly cut the 
average over the 5-year period. Thus, in the case cited, the combin¬ 
ation would cut the average 5-year income from 90 to about 
87 per cent, of full time. The income proportions cited here are 
based on a case involving a rarely found degree of unemployment 
curtailment, even for a year like 1938. In general, the limitations 
will produce minimum income of about 75 per cent, of full time 
in the worst year and average income over 90 per cent, taking 
unemployment insurance at present levels... 

An examination of the record makes it clear that limitations of 
the types advocated here will not destroy the value of the guarantee 
for the workers. Protection will not be perfect. But adoption of such 
a plan will mark a significant advance in security for the group 
affected... 

The Guaranteed Wage and Economic Stabilization . 

Guaranteed wage plans, if widely adopted and properly co¬ 
ordinated with unemployment insurance, safeguarded against exces¬ 
sive costs and adequately financed, can have a healthy influence 
on the economy. The influence of such plans in sustaining income 
may avert minor cyclical swings. The plans will be helpful in 
dampening seasonal and other short-term fluctuations in work, and 
can be administered so as greatly to reduce the amplitude of 
short-term irregularities in workers' income, thus substantially 
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reducing short-term fluctuations in purchasing power. Further, 
by sustaining consumer income, they may contribute to regularizing 
the demand of consumer goods industries for capital equipment and 
also set a higher floor under durable consumer goods and residential 
construction. 

But it would be highly dangerous to expect that any single 
device such as guaranteed wages alone would produce any marked 
effect in removing the causes of depressions, if relied upon as the 
chief anticyclical weapon. It is important to have a whole series 
of measures which aim at maintaining a high level of employment... 

The Guaranteed Wage and the Economy. 

The guarantee of wages is not a panacea but a tool, and a tool 
which becomes sharper, not duller, with wide and more intensive 
use. To mistake the tool for the end product will blunt the tool 
and spoil the product. And to suppose that any single tool—be it 
the guaranteed wage, or public works, or any other device—can 
become a multi-purpose instrument by which all the ills of the 
economy can be remedied can lead only to confusion and failure. 
The guaranteed wage, used with care, with full recognition of its 
limitations, and with eyes open to dangers in exceeding those 
limitations, can become an integral part of a rounded program for 
greater security, for harmonious industrial relations, and for a more 
lasting prosperity. 1 

Special interest attaches also to the conclusions reached by 
the Advisory Board of the United States Office of War Mobi¬ 
lization and Reconversion on the basis of the Guaranteed Wage 
Study. This Board consists of representatives of Government, 
management and labour, including the presidents of the United 
States Chamber of Commerce, the American Federation of 
Labor and the Congress of Industrial Organizations ; and its 
conclusions, transmitted to President Truman on 25 February 
1947, were unanimous. They are as follows : 

1. Adoption of guaranteed wage plans should not be the subject 
of legislative action, but should be referred to free collective bar¬ 
gaining. 

2. Stabilization of employment and its effectuation through 
wage or employment guarantees, wherever possible, are matters of 
mutual concern to employers and employees. Each party has the 
definite responsibility of seeking to stabilize operations within a 
plant or industry in order to advance the level of general economic 
security of the nation. 

3. Progress toward the achievement of stability through the 
institution of guaranteed wages is affected by existing legislation 
in the fields of social insurance, minimum wages, fiscal and tax 
policies, among others. Consequently, it is essential to review 
and evalute all such programs to ascertain their inter-relationships, 


1 Cf. Guaranteed Wages , op. cit., pp. 10-18. (Most of the side headings 
have been added.) 
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with a view to co-ordinating all to the end of attaining stable 
employment conditions. 

4. The guaranteed wage is a significant, but not an all sufficient 
tool, which may be employed in building national economic security 
and stability. 

5. There is urgent need for achieving nationwide economic 
stability so essential to our national welfare and to the establishment 
of world security and peace. Since the guaranteed wage is one 
of the instruments for the elimination of industrial and employment 
fluctuations, continuing study to advance the frontiers of know¬ 
ledge in this area should be undertaken. In addition, government 
agencies should provide data and information to those interested 
in wage guarantees. 

Since the Report raised “ a number of questions of national 
and industrial policy”, the Board recommended “that the 
Government give continuing co-ordinated attention to these 
policy questions and other phases of guaranteed wage plans ”. 
It recommended further “ that responsibility for assuming the 
leadership in integrating Government efforts be assigned to the 
Council of Economic Advisers with the understanding that they 
will consult with and call upon other agencies concerned, as 
provided in the Council's basic law ”. 1 


Summary 

The main point brought out in the present and two preceding 
chapters may be summarised as follows : 

1. Workers commonly experience fluctuations in employ¬ 
ment and income because of the effects of variations in economic 
activity on production in the plants in which they are employed. 

2. The extent of such fluctuations and the amount of 
unemployment experience by workers varies from country to 
country, from industry to industry and from plant to plant. 

3. The volume of unemployment also varies throughout 
a year, owing to seasonal factors, to temporary shortages of raw 
materials, and to other causes. 

4. Most workers in nearly all countries are engaged on 
an hourly or daily basis. In the absence of any provision to 
the contrary, such workers may be laid off at a day’s notice or 
less and consequently are never sure that they will be able to 
earn a full week’s pay. 


1 Press Release 25 Peb. 1947. 
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5. Most workers’ annual earnings are less every year than 
the sum they would have received for full-time work. In some 
years such earnings are considerably below this sum. 

6. The losses and irregularity of income suffered by work¬ 
ers have serious repercussions upon their welfare and upon that 
of the rest of the community. 

7. The maintenance of workers’ incomes at a high level 
would do much to maintain total employment and economic 
stability. 

8. A guarantee of an annual, monthly, weekly or even daily 
wage is one of the methods which have been proposed in recent 
years as a contribution to this end. 

9. There are many different types of guaranteed wage 
plans, differing mainly in coverage, eligibility requirements, and 
the proportion of wages or employment guaranteed ; but in each 
case the aim is to provide a guarantee either of employment, or 
of income, or of both. 

10. The extent of the guarantee may be limited by imposing 
either a limitation of the period of the guarantee, or a limitation 
of total financial liability under the guarantee. 

11. Most guaranteed wage plans contain safeguard pro¬ 
visions whereby the plans may be suspended in certain circum¬ 
stances. 

12. Dismissal or lay-off compensation schemes provide lump 
sum payments for the worker who loses his job altogether. 

13. In recent years an increasing interest in wage guaran¬ 
tees has been displayed by workers, employers and Governments 
alike. 

14. Wage guarantees are to be found in operation in many 
countries. In most cases they are a recent innovation and are 
confined to guarantees for limited periods, such as a certain 
number of hours a week. In the United States they have been 
in operation in some firms for many years and in some cases 
provide guarantees for periods as long as a year. 

15. Only a small proportion of workers and industries are 
covered in most countries. In the United Kingdom, however, a 
considerable proportion of the workers now have a guaranteed 
weekly wage. 

16. Wage guarantees have been introduced in a variety of 
ways : by employers on their own initiative, as a result of col- 
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lective bargaining, by legislation, or in virtue of the com¬ 
mon law. 

17. The amount of the probable cost of a wage guarantee 
is of the greatest importance in determining the feasibility of 
such a guarantee in a particular firm or industry. 

18. The probable cost of operating wage guarantees in the 
durable goods industries is greater than in the non-durable 
goods industries. 

19. Limiting • the total financial liability under a wage 
guarantee is more effective in reducing the probable cost of 
operating a wage guarantee than limiting the period of the 
guarantee, and such limitations yield a greater reduction in costs 
in durable than in non-durable goods industries. 

20. Limitations of this kind, however, reduce correspond¬ 
ingly the value of the guarantee and may, in certain cir¬ 
cumstances, reduce its effectiveness to such a degree that it 
may cease to provide even a moderate degree of security to 
the worker. 

21. Since labour costs form only a small proportion of total 
production costs in most industries (the actual proportion 
varying from industry to industry), the cost of a wage gua¬ 
rantee forms a much smaller proportion of total production costs 
or value of sales than of labour costs. 

22. Some reductions in the gross cost of a wage guarantee in 
any plant or industry may be expected as a result of its effect 
in raising productivity, reducing labour turnover and increasing 
the transferability of workers. Further reductions may result 
from the stimulus it will give to the employer to regularise pro¬ 
duction and employment. 

23. Even after allowance is made for all possible cost reduc¬ 
tions, it seems reasonable to assume that the introduction of a 
wage guarantee in a particular plant will usually involve some 
increase in production costs. 

24. If policies designed to maintain full employment 
prove successful in reducing cyclical fluctuations and cyclical 
unemployment, the cost of wage guarantees will be greatly 
reduced. 

25. Where the provisions of a guaranteed wage plan are 
fixed by collective agreement, collective bargaining in terms of 
wage rates tends to be replaced by bargaining in terms of a 
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combination of the price and quantity of labour to be purchased 
by the employer. 

26. Collective bargaining along these lines, if practised on 
a wide scale by strongly organised employers and workers, would 
seem likely to bring about some redistribution of income and a 
more efficient allocation of resources, through its effects on the 
total remuneration of the workers concerned, on the profits of 
employers and on the prices paid by consumers for the products 
of the industries operating guaranteed wage plans. 

27. The extent of the redistribution of income and resources 
will depend upon a number of factors, such as the relative bar¬ 
gaining strength of employers and workers, the relative 
importance of the firms operating the wage guarantees, and the 
nature of the demand for their products. 

28. The widespread adoption of wage guarantees, by making 
the total volume of wage payments more stable, would do much 
to stabilise one of the main components of total demand, namely, 
the demand for consumer goods, though it would be less effective 
in the case of durable than of non-durable goods. It would have 
less effect on a second main component, investment expenditure, 
though here too some stabilising influence would be felt. It would 
have no effect on foreign demand for exports, on investment 
abroad, or on Government expenditure. Wage guarantees, 
therefore, could be expected to have only a limited stabilising 
effect on total demand, and consequently on the general level 
of economic activity and employment; they would not by 
themselves eliminate cyclical fluctuations. 

29. Wage guarantees will, however, give employers an 
added incentive to do all they can to eliminate or reduce seasonal 
and other short-term fluctuations in production and employ¬ 
ment. Apart from providing this incentive, their main function 
would seem to be to make good at least in part the losses in 
earnings imposed on workers by such seasonal and other short¬ 
term fluctuations in employment as may remain. 

30. Since both unemployment insurance schemes and 
guaranteed wage plans seek to protect workers from loss of 
income due to variations in economic activity, the question 
arises of how they might best be used to strengthen and sup¬ 
plement each other in such a way as to promote optimum income 
security and mobility of labour. This is a question which 
requires further investigation. 
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31. Dismissal compensation, by providing some monetary 
compensation for a worker who is laid off or dismissed, relieves 
him of some of the burden of technological change and may 
thereby facilitate the adoption of improved techniques. 

32. To quote again the final summing-up of the United 
States report, Guaranteed Wades, “ the guaranteed wage, used 
with care, with full recognition of its limitations, and with eyes 
open to dangers in exceeding those limitations, can become an 
integral part of a rounded program for greater security, for 
harmonious industrial relations, and for a more lasting 
prosperity ”. 


Finally, attention may be directed again to the account of 
the discussions and conclusions on this subject of the Iron and 
Steel Committee and the Metal Trades Committee, which is 
given in the extracts from the reports of these Committees 
reproduced in Appendices III and IV. 



CHAPTER Xn 


PAST AND POSSIBLE FUTURE ACTION BY THE INTER¬ 
NATIONAL LABOUR ORGANISATION IN THE 
FIELD OF WAGES 


“ The provision of an adequate living wage ” and “ recog¬ 
nition of the principle of equal remuneration for work of equal 
value ” figure prominently among the objectives of the 
International Labour Organisation set forth in the Preamble 
to its Constitution. Moreover in the Declaration of Philadel¬ 
phia, which is now included as an annex to the Constitution, 
the International Labour Conference recognises “ the solemn 
obligation of the International Labour Organisation to further 
among the nations of the world programmes which will 
achieve . . . the raising of standards of living ; . . . policies in 
regard to wages and earnings, hours and other conditions of 
work calculated to ensure a just share of the fruits of progress 
to all, and a minimum living wage to all enjployed and in 
need of such protection ”, 

There is no single group of problems which is of greater 
interest to workers throughout the world than those concerned 
with wages policy. This interest has been reflected in the 
consideration of various aspects of these problems at different 
times by the Conference, by regional conferences, by industrial 
committees and by other bodies of the Organisation; and 
the opportunity is now afforded to explore in a preliminary 
way the whole range of problems which require to be dealt 
with, in this field, and to lay down the main lines of a future 
programme of action for the Organisation. 

In the following pages a summary account is given of the 
principal activities of the Organisation in this field up to the 
present time. The concluding section of the chapter refers 
briefly to some of the points which the Conference may wish to 
consider in planning a programme for the future. 
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Action already Taken 

Principles and Method's of Wage Regulation 

Recognising that a substantial improvement in living 
standards would result from the establishment of a minimum 
wage for workers in industries and countries in which provision 
for such a wage did not exist, the Organisation has devoted 
special attention to principles and methods of minimum wage 
regulation. As a result three Conventions and a number of 
Recommendations and Resolutions dealing with this subject 
have been adopted. 

The Minimum Wage-Fixing Machinery Convention, 1928, 
was adopted by the 11th Session of the International Labour 
Conference, came into force on 14 June 1930, and has been 
ratified by 24 countries. 1 Each Member of the International 
Labour Organisation which ratifies this Convention undertakes 
“ to create or maintain machinery whereby minimum rates 
of wages can be fixed for workers employed in certain of the 
trades or parts of trades (and in particular in home working 
trades) in which no arrangements exist for the effective regu¬ 
lation of wages by collective agreement or otherwise and wages 
are exceptionnally low ”. The term “ trades ” includes manu¬ 
facture and commerce. The nature and form of the minimum 
wage-fixing machinery may be decided by the Member 
concerned, provided that employers and workers are consulted 
before the machinery is applied to a particular trade and are 
associated on equal terms in its operation, and provided that 
the minimum rates paid are binding. Steps must be taken 
to ensure that employers and workers are informed of the 
minimum rates of wages in force, that wages are not paid at 
less than these rates, and that any worker covered who has 
been paid wages at less than these rates shall be entitled to 
recover the amount underpaid. Recommendation (No. 30) con¬ 
cerning the application of minimum wage-fixing machinery, 
which was adopted by the International Labour Conference at 
the same time as this Convention, lays down certain principles 

1 For the full text of the Convention and the list of countries which have 
ratified it see Appendix V. Detailed information on the measures which have 
been taken by tne ratifying countries to give effect to the provisions of the 
Convention is given in the annual volumes of Reports on the Application of 
Conventions (Article 22 of the Constitution ), published by the International 
Labour Office for submission to the International Labour Conference. 
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and rules for the application of minimum wage-fixing 
machinery. 1 Again, at its 27th Session, in 1945, the Conference 
recommended “ the establishment of appropriate minimum wage 
standards, adequate for satisfying reasonable human needs 8 

The Wages, Hours of Work and Manning (Sea) Convention, 
1946, which was adopted by the 28th (Maritime) Session of the 
Conference, prescribes the actual amount of an international 
minimum wage for seamen. Article 5 provides that “ the basic 
pay or wages for a calendar month of service of an able seaman 
employed in a vessel to which this Convention applies shall 
not be less than sixteen pounds in currency of the United 
Kingdom of Great Britain and Northern Ireland or sixty-four 
dollars in currency of the United States of America or the 
equivalent thereof in other currency ”. The remainder of this 
Article makes provision for the adjustment of the amount of 
this minimum wage “ in the event of a change in the par value 
of the pound or the dollar being notified to the International 
Monetary Fund ”. Articles 6 and 7 of the Convention contain 
provisions for the adjustment of the amount of the minimum 
basic wage as defined in Article 5 in cases where more ratings 
are employed in certain circumstances than would otherwise be 
employed and where meals are not provided free of charge. 
Article 8 sets out the methods by which the amount of the 
minimum wage in currencies other than those of the United 
Kingdom and the United States is to be determined. Article 9 
provides for the necessary measures to ensure that remune¬ 
ration is paid at not less than the rate required by the Convention 
and that any person who has been paid at a lower rate shall 
be able to recover the amount underpaid. 3 

The Conference has also given attention to the special pro¬ 
blems of wage policy in non-metropolitan territories. The prin¬ 
ciples and methods which should be observed in fixing minimum 

1 The text of this Recommendation is reproduced in Appendix VI. 

* Resolution concerning the maintenance of full employment during the 
period of industrial rehabilitation and reconversion. This and a number of 
other texts adopted by the Conference during the years 1944-1047, in addition 
to being published in the Record of Proceedings of the Conference and in the 
I.L.O. Official Bulletin, are available in convenient form in the First Annual 
Report of the International Labour Organisation to the United Nations (Geneva, 
I.L.O., 1947), Vol. II: Appendices. The passage quoted above appears on 
p. S20. 

* The text of this Part of the Convention is reproduced below in Appendix 
VII. For the full text of this Convention see I.L.O. i Official Bulletin, 20 
September 1946, Vol. XXIX, No. 3, pp. 178-194. 
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wages in non-metropolitan territories were enunciated in the 
Recommendation concerning minimum standards of social policy 
in dependent territories \ adopted in 1944 by the 26th Session 
of the Conference, and in the supplementary provisions to this 
Recommendation 2 , adopted in 1945 by the 27th Session of the 
Conference. These principles and methods were for the most 
part incorporated in the Social Policy (Non-Metropolitan Terri¬ 
tories) Convention, 1947 8 , adopted in 1947 by the 30th Session 
of the Conference. 

Another special group of workers for whom special recom¬ 
mendations on wage policy have been made is that of children 
and young workers. The 27th Session of the Conference (1945) 
adopted a Resolution concerning the protection of children and 
young workers which recommended, inter alia, that “ all neces¬ 
sary measures should be taken to assure the material well-being 
of children and young persons by . . . the provision of a living 
wage for all employed persons sufficient to maintain the family 
at an adequate standard of living ”. The Resolution adds that 
“provisions with reference to wages paid to young workers 
should have the objective of assuring that they are paid wages 
commensurate with the work performed, observing wherever 
possible the principle of equal pay for comparable jobs ”. The 
Resolution also calls for the payment of fair and reasonable 
rates to apprentices during training and the application of certain 
specified principles “ where the wage rates for young workers 
not employed under apprenticeship are customarily fixed 
separately from those of adults ”. 4 

Various regional conferences of the International Labour 
Organisation have also adopted Resolutions concerning minimum 
wages and minimum wage-fixing machinery. Thus, the Second 
Conference of the American States Members of the International 
Labour Organisation, held in 1939, emphasised the importance 
of “ the establishment of legal minimum rates of wages adequate 
to enable all classes of workers to maintain a reasonable standard 
of living” and requested the Governing Body to invite those 


1 Cf. I.L.O.: Official Bulletin, 1 June 1944, Vol. XXVI, No. 1, p. 55, 
Artiolee 35 and 30. 

* Cf. idem, 16 December 1945, Vol. XXVIII, p. 6, Articles 1 and 2. 

* Cf. idem, 31 July 1947, Vol. XXX, No. 1, pp. 18, 21 and 23, Articles 
4, 15 and 18. 

* For the full text of this Resolution, see idem, 15 December 1945 
Vol. XXVIII, pp. 31-49. 
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American, States which had not already done so to ratify the 
Minimum Wage-Fixing Machinery Convention, 1928, and to 
instruct the International Labour Office “to continue and 
complete its international survey of the methods and problems 
of minimum wage-fixing and in doing so to give special attention 
to the experience and problems of the countries of America 1 
The Preparatory Asian Regional Conference of the Interna¬ 
tional Labour Organisation, held in October and November 1947, 
adopted a Resolution concerning wage policy which stated that 
every effort should be made to improve the wage standards in 
industries and occupations in Asian countries where they are 
still low, with a view to achieving a living wage for every worker 
in these countries. The Resolution stated further that the wages 
in each industry or occupation where conditions are similar 
should be standardised in each country or area as far as possible, 
and that “ collective agreements between employers and workers 
are normally the most satisfactory means for the adjustment 
of wages, but various reasons ... make it necessary for Govern¬ 
ments to take an active part in the fixing and enforcement of 
fair wages”. The Conference accordingly requested “the 
Governments of Asian countries to assist, by all means in their 
power, the conclusion of collective agreements wherever feasible, 
and where no arrangements exist for effective regulation of 
wages by collective agreements or otherwise, to formulate 
appropriate legislative and administrative measures to set up 
statutory wage boards on which workers and employers will be 
equally represented, with such numbers of independent persons 
as may be considered desirable, and with power to fix fair wages 
and standard wage rates, and to provide cost-of-living allowances 
measured by index numbers built and periodically revised on 
the basis of family budget enquiries ”. The Conference further 
requested the Governing Body “ to instruct the Office with the 
assistance of the Governments concerned to study the working 
of collective agreements, wage boards and industrial tribunals 
in Asian countries, and the extent to which they have been 
successful in securing fair wages for workers, and to suggest, 


Seeond Conference of the American States Members of the Interna¬ 
tional Labour Organisation, Havana, Cuba, 21 November-2 December 1839 • 
Record of Proceedings (Montreal, I.L.O., 1941), pp. 262 and 266. The “ inter¬ 
national survey ” referred to in the Resolution was the volume The Minimum, 
Wage: an International Survey published by the International Labour 
omce in 1939, together with a supplementary mimeographed report on the 
same subject prepared for the Havana Conference. 
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in the light of international experience, what further steps can 
and should be taken to secure fair wages for all workers ”. 1 

The Regional Meeting for the Near and Middle East, held 
in November 1947, included in its general Resolution on objec¬ 
tives of labour policy for the countries of the Near and Middle 
East, a comprehensive section on “remuneration of workers 
and related matters ” which called for the payment on all public 
works of fair rates of wages not lower than any fixed in collective 
agreements for comparable work ; the encouragement of mini¬ 
mum wage-fixing by freely negotiated collective agreements; 
where no adequate arrangements exist for fixing wages in this 
way, the fixing of minimum wages in consultation with repre¬ 
sentatives of employers and workers and the enforcement of 
such wages ; measures to ensure that workers receive the wages 
to which they are legally entitled ; and the encouragement of 
thrift and the protection of wage-earners against usury. 2 This 
Regional Meeting also adopted a Resolution on conditions of life 
and work of the agricultural worker which stated, in part, that 
“ as regards wage-paid labour, social legislation should seek, as 
far as practicable, to extend to the agricultural wage-paid worker 
the protection afforded to the industrial workers. As first 
steps, machinery should be designed for fixing minimum wages 
and the relation of wages in cash and in kind as well as methods 
of valuation of the latter”. 3 

The various industrial and other committees of the Interna¬ 
tional Labour Organisation have adopted several resolutions 
concerning minimum wages and minimum wage-fixing. As will 
be noted later in this chapter, the Permanent Agricultural 
Committee, which gave some consideration to this subject at its 
first session in 1938 4 , has recently requested the Governing Body 
of the International Labour Office to place the problem of 
minimum wage regulation in agriculture on the agenda of one 
of the very early sessions of' the International Labour 
Conference. 

1 Cf. I.L.O.: Official Bulletin, IS Nov. 1947, Vol. XXX, No. 3, p. 179. 

* Cf. idem 1 Dec. 1947, Vol. XXX, No. 4, pp. 223-224. 

* Cf. ibid., p. 237. In paragraph 13 of this Resolution the Regional 
Meeting requested the Governing Body of the International Labour Office 
“ to arrange at an early date for a special study of the working conditions 
of wa^e-paid labour in agriculture in the countries of the Near and Middle 

* Cf, I.L.O.: Social Problemt in Agriculture, Record of the Permanent 
Agricultural Committee of the International Labour Organisation (Geneva. 
1938), p. 139. 
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Brief mention may be made of certain resolutions adopted 
by the industrial committees. Thus, the Inland Transport Com¬ 
mittee at its first session, in December 1945, recommended that 
the International Labour Office should undertake “ a compa¬ 
rative study of wages of transport workers in the different coun¬ 
tries with a view to studying the question of a living minimum 
wage ” for submission to a future session of the Committee. 1 
At its second session, in May 1947, this Committee expressed 
the view that “ Governments should set up machinery whereby 
minimum wage rates ... can be fixed in branches or sections 
of the inland transport services where there are no arrangements 
for the effective regulation of such matters by collective 
agreements or otherwise ”, and that it was desirable that the 
employers’ and workers’ organisations should participate in the 
determination of such minimum wages rates. 2 The Textiles 
Committee at its first session, in November 1946, fearing the 
danger of unfair competition from Germany and Japan, urged 
that Japanese and German textile workers should be paid a 
minimum living wage. 3 The Building, Civil Engineering and 
Public Works Committee at its first session, in November and 
December 1946, recommended “that wages and hours should 
be established on the basis of free negotiations between the 
representatives of the employers’ and workers’ organisations ” 
and requested the International Labour Office to under¬ 
take enquiries as to methods of wage regulation in the 
construction industries of the various countries. 4 The Coal 
Mines Committee at its second session, in May 1947, adopted a 
resolution concerning the determination of a social minimum for 
mineworkers which stated, in part, that the object of the 
Committee’s earlier resolution concerning the Mineworkers’ 
Charter 5 “ would be more readily attained if the sum of the 
social advantages accorded to mineworkers in each country 
were arithmetically calculated in relation to a common basis 
of comparison selected from another essential occupation, with 


1 Cf. International Labour Organisation, Inland Transport Committee : 
Report of the First Session (Geneva, I.L.O., 1947), p. 109. 

* Cf. idem, Report of the Second Session (Geneva, I.L.O., 1948), p. 120. 
» Cf. I.L.O.: Official Bulletin, 15 Sept. 1947, Vol. XXX, No. 2, p. 130. 

* Cf. ibid., p. 137. 

* Cf. International Labour Organisation, Coal Mines Committee« 
Report of the First Session (Geneva, I.L.O., 1947), pp. 167-172. 
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a view to determining, after examination, the total social 
minimum to which mineworkers are entitled The Committee 
accordingly requested the Governing Body of the International 
Labour Office to instruct the Office to prepare the tables 
necessary for applying the rule laid down above. 1 

The Petroleum Committee at its first session, in 1947, recom¬ 
mended certain principles by which a minimum wage rate 
should be fixed for workers (other than apprentices) in the 
petroleum industry. 2 


Other Problems of Wage Policy 

In seeking to apply to particular situations the general 
principles of wage policy set out in the Constitution and quoted 
at the beginning of this chapter, the International Labour 
Conference and other bodies of the International Labour Orga¬ 
nisation have adopted a number of resolutions dealing with 
problems other than those referred to in the preceding section. 

As was noted in Chapter V above, attention has been given 
on a number of occasions to the principle of “ equal remunera¬ 
tion for work of equal value ” and to the problems involved in 
the application of this principle. The main recommendations 
made on the subject of equality of remuneration for men and 
women were listed in Chapter V. A brief reference may be 
made at this point to two pronouncements which deal with the 
application of the general principle to other groups. At its 
26th Session (1944) the International Labour Conference recom¬ 
mended that “ wherever possible disabled workers should receive 
training in company with able-bodied workers, under the same 
conditions and with the same pay”. 3 The Third Conference 
of the American States Members of the International Labour 
Organisation held that “for work of equal value, equal pay 
should be required, without distinction of race, colour, creed, 
sex or nationality ”. 4 

There have been a number of Resolutions concerned with 


1 Cf. I.L.O., Governing Body document G.B. 102/2/14, June 1947, p. 57. 

* Cf. I.L.O.: Official Bulletin, 16 Sept. 1947, Vol. XXX, No. 2, p. 146. 

* Cf. I.L.O.: Official Bulletin, 1 June 1944, Vol. XXVI, No. 1, p. 73 
(paragraph 42 (1) of the Employment (Transition from War to Peace) 
Recommendation, 1944). 

4 Third Conference of the American States Members of the International 
Labour Organisation, Mexico City, April 1946: Record of Proceeding» 
(Montreal, I.L.O., 1946), p. 286. 
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maintaining or raising the standards of living of the workers. 
Thus in 1919, the International Labour Conference adopted 
a Resolution which expressed the hope that “ in no case shall 
the wages of workers be reduced simply by reason of the intro¬ 
duction of the eight-hour day and the 48-hour week”. In 
1935 the Conference adopted a similar Resolution which was 
designed to be complementary to the Forty-Hour Week Conven¬ 
tion, 1935, and indicated that the Conference considered that 
“the application of this principle (of the forty-hour week) 
should not as a consequence reduce the weekly, monthly, or 
yearly income of the workers, whichever may be the customary 
method of reckoning, nor lower their standard of living ”. 1 

The Preparatory Asian Regional Conference of the Interna¬ 
tional Labour Organisation, held during October-November 
1947, was concerned about the effects which widespread inflation 
in the Asian countries was having on the standards of living of 
workers. This Conference adopted a Resolution which stated, 
in part, that in these circumstances “ it is of special and urgent 
importance to take promptly appropriate and effective measures 
to accelerate production, prevent hoarding, speculative trading 
and black-marketing and to bring about a fair relationship 
between wages and salaries and commodity prices”. 2 Reso¬ 
lutions concerning the problems of wage policy raised by 
inflation and currency depreciation in certain American coun¬ 
tries had been adopted earlier by the Conferences of the 
American States Members. 3 

Various other Resolutions have been concerned with the 
general objective of raising the standard of living of the workers. 
Thus, the 26th Session of the International Labour Conference 
in 1944 adopted a Resolution concerning economic policies for 
the attainment of social objectives. In regard to national 
economic policy the Conference urged, among other things, that 
“all practicable measures be taken to maintain a high and 
steady level of employment, to minimise fluctuations in business 
activity, and to assure a steadily expanding volume of produc¬ 
tion, more particularly by means of ... measures to provide 
adequate opportunity for workers to engage in productive 

1 Cf. I.L.O.: The International Labour Code, 1939 (Montreal, 1941), 
pp. 569-660. 

* Cf. I.L.O.: Official Bulletin, 15 Nov. 1947, Vol. XXX, No. 3, p. 168. 

* Cf. Record of Proceedings of the first of these conferences (Santiago, 
1936), p. 299; or the second (Havana, 1939), p. 266; and of the third 
(Mexico, 1940), p. 288. 
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activity and to obtain advancement; among the measures which 
warrant careful consideration in this connection sure . . . the 
maintenance of wages at a high level ”. 1 The Recommendation 
concerning minimum standards of social policy in dependent 
territories, adopted at the same session, included as one of its 
general principles that “all possible steps shall be taken by 
appropriate international, regional, national and territorial 
measures to promote improvements in ... the remuneration of 
wage-earners and independent producers ”. 2 * This part of the 
Recommendation was subsequently incorporated in the Conven¬ 
tion concerning social policy in non-metropolitan territories 
adopted by the International Labour Conference at its 30th 
Session in 1947. 8 The Third Conference of the American States 
Members of the International Labour Organisation (1946) 
adopted a Resolution concerning the level of wages necessary 
for the promotion of a nation’s economic prosperity. The 
relevant sections of this Resolution stated: “ (1) That, as a 
matter of basic self-interest the principle of the highest possible 
real wages, in order to establish, raise and maintain buying 
power, is recognised and endorsed in the economic interest of 
both the employer who develops and the wage-earner who 
produces; (2) That this principle of high real wages and high 
buying power, together with the effort to put it into practice, 
establishes a basis for greater production by reducing labour 
strife to a minimum.” 4 * * * 

Resolutions of the industrial committees have made reference 
to the desirability of paying wages in their industries comparable 
to the wages being paid in industry in general. Thus, the Coal 
Mines Committee at its first session, in 1945, adopted a Resolu¬ 
tion on the principles for incorporation into a coal mineworkers’ 
charter. One of these principles held that the coal mining 
industry should pay “wages at rates which will support an 
income attractive as compared with income in industry generally 
so as to provide adequate manpower and improve the standards 
of living ”.® The Textiles Committee at its first session, in 1946, 

1 Cf. I.L.O.: Official Bulletin, 1 June 1944, Vol. XXVI, No. I, pp. 98-99. 

* Cf. ibid., pp. 47-48. 

* Cf. idem, 31 July 1947, Vol. XXX, No. 1, p. 18. 

4 Third Conference of the American States Members of the International 

Labour Organisation, Mexico, April 1946: Record of Proceedings, op. cit., 

pp. 286-286. 

* Cf. International Labour Organisation, Coal Mines Committee: Report 

of the First Session (Geneva, I.L.O., 1947), p, 172. A later Resolution of 
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noted that the textile operatives of certain countries had 
hitherto been inadequately paid and considered that “ the wages 
paid to workers in the textile industry should not suffer by 
comparison with those paid to workers in industry in general 
for work requiring similar skill and effort ”. 1 

Some of the industrial committees have requested the 
Governing Body to instruct the International -Labour Office 
to undertake certain studies in the field of wages. Thus, the 
Iron and Steel Committee at its first session, in 1946, asked 
the Governing Body to instruct the Office to investigate the 
“ prevailing conditions in the industry ... in regard especially to 
rates of wages; ... (and) the introduction of technological 
changes, and their effect on the worker, specifically in regard to 
numbers employed, and general principles in regard to variation 
in wage rates.. .”. 2 The Metal Trades Committee at its first 
session, in 1946, asked that studies be instituted “ of the ques¬ 
tion of the wages of metal trade workers of the (underdeveloped) 
regions, making necessary comparisons with the wages of other 
workers in these regions ”, and that recommendations be made 
“ for securing for them adequate standards of living, full and 
steady employment and conditions of economic and social 
progress and development”. 3 The Textiles Committee at its 
first session, in 1946, adopted a Resolution requesting the Office 
to undertake, in collaboration with the international organisa¬ 
tions concerned, enquiries into certain questions relating to 
the textile industries, including “ disparities in wages between 
the various countries engaged in textiles, in conformity with the 
Declaration of Philadelphia of 10 May 1944, and also the 
question of real wages having regard to the cost of living in 


the Committee suggesting a method of applying this principle is quoted on 
pp. 287-288 above. The Second Session of the Coal Mines Committee,held from 
24 April to 3 May 1947, adopted a Resolution concerning apprenticeship 
and vocational training in coal mines, paragraph 32 of wnich stated that 
“ each worker selected to attend the vocational training centres should, 
during the whole period of attendance, receive the wages for the job pre¬ 
viously done at the mine. Apart from the basic wage, he may receive, 
according to local conditions, a daily transfer allowance—the amount 
varying with his family responsibilities—to cover the expenditure involved 
away from home”. Cf. I.L.O., Governing Body document G.B. 102/2/14, 
June 1947, p. 51. 

» Cf. I.L.O.: Official Bulletin , 15 Sept. 1947, Vol. XXX, No. 2, p. 128. 

* Cf. International Labour Organisation, Iron and Steel Committee: 
Report of the First Session (Geneva, I.L.O., 1947), p. 224. 

* Cf. International Labour Organisation, Metal Trades Committee: 
Report of the First Session (Geneva, IJL.O., 1947), p. 204. 
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those countries ; (and) ... collective bargaining and wage-fixing 
machinery ”. 1 

Several of the industrial committees have also given conside¬ 
ration to the subject of guaranteed wages. Thus, the Iron and 
Steel Committee at its first session, in 1946, asked the Interna¬ 
tional Labour Office to make available “ the results of studies 
(concerning guaranteed wages) now in progress in the United 
States under the auspices of the Office of War Mobilisation and 
Reconversion and to conduct similar enquiries into the methods 
and results of such annual and other wage schemes as may 
have been introduced in other countries ”. 2 At its second 
session, in 1947, this Committee discussed the question of 
guaranteed wages further and drew up a memorandum to the 
Governing Body on the subject. The full text of this memo¬ 
randum, which the Governing Body decided to transmit to the 
31st Session of the International Labour Conference, together 
with the relevant extracts from the proceedings of the 
Committee, is given in Appendix III. The Committee also 
adopted a Resolution concerning dismissal wage and payment 
for public holidays in the iron and steel industry which invited 
the Governing Body of the International Labour Office to request 
the Office to collect information on the application of the dis¬ 
missal wage and payment for public holidays and their relation 
to allied subjects in the iron and steel producing countries, and 
to prepare a report on these subjects for submission to the 
Committee at its next session. 3 The Metal Trades Committee 
at its first session, in 1946, suggested that “ the International 
Labour Office conduct an enquiry into the schemes in existence 
in the different countries for guaranteeing wages to the workers 
in the metal trades”. 4 At its second session, in 1947, this 


* Cf. I.L.O. : Official Bulletin, 15 Sept. 1947, Vol. XXX, No. 2, p. 126. 

* Cf. International Labour Organisation, Iron and Steel Committee: 
Report of the First Session (Geneva, I.L.O., 1947), p. 226. For the results 
of the enquiries asked for in this Resolution see International Labour Organi¬ 
sation, Iron and Steel Committee, Second Session, Stockholm, 1947, Report 
III: Minimum Inoome Security: Annual and other Wage Systems Designed 
to Provide Assured Earnings (Geneva, I.L.O., 1947). 

* Cf. I.L.O., Governing Body document G.B. 103/3/11, Deoember 1947, 
p. XXII. 

4 Cf. International Labour Organisation, Metal Trades Committee: 
Report of the First Session (Geneva, I.L.O., 1947), p. 206. For the results 
of the enquiries asked for in this Resolution see International Labour 
Organisation, Metal Trades Committee, Second Session, Stockholm, 1947, 
Report III: Minimum Income Security: Annual and other Wage Systems 
Designed to Provide Assured Earnings (Geneva, I.L.O., 1947). 
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Committee invited the Governing Body to inform the 31st 
Session of the International Labour Conference of its views on 
the subject of minimum income security and “ to request the 
International Labour Office to continue its study of the guaran¬ 
teed wage problems in the metal trades... ”. 1 The full text of 
the Resolution which the Governing Body decided to transmit 
to the Conference, together with the relevant extracts from 
the Committee’s proceedings, is given in Appendix IV. The 
Textiles Committee at its first session, in 1946, requested “ the 
Governing Body of the International Labour Office to urge 
States Members to recommend to employers’ and workers’ orga¬ 
nisations in the textile industry that they enter into negotiations 
with a view to determining a guaranteed adequate minimum 
weekly wage for each textile worker” and requested “the 
Organisation to convey to each of its States Members its urgent 
request that they should declare their support of international 
policies aimed at guaranteeing adequate minimum weekly wages 
in the textile industries of their respective countries, requesting, 
at the same time, to be informed at an early date, and subse¬ 
quently at regular intervals, of the position”. 2 Noting the 
reluctance of.workers to accept employment in the textile 
industry for various reasons, the Committee stated in another 
Resolution that “ confidence can only be restored by a bold 
declaration that the workers henceforth will be assured of 
guaranteed adequate minimum wages ”. 3 The Building, Civil 
Engineering and Public Works Committee at its first session, 
in 1946, called for an investigation by the International Labour 
Office into the law and practice of guaranteed weekly wages in 
the various countries. 4 


Statistics of Wages 

As a basis for the study of wages problems and for the 
formulation of wages policy it is desirable to have the fullest 
possible information on actual money and real wage rates, 
earnings and aggregate wages and salaries. Recognising the 

1 Cf. I.L.O., Governing Body document G.B. 103/3/12, December 1947, 
pp. XXX-XXXI. 

* Cf. I.L.O.: Official Bulletin, 15 Sept. 1947, Vol. XXX, No. 2, p. 127. 

* Cf. ibid., p. 128. 

4 Cf. I.L.O., Governing Body document, G.B.101/9/2, March 1947, 
Annex II, p. XII. 
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importance of improving the quality and of extending the 
coverage of these data, the International Labour Conference 
and the International Conference of Labour Statisticians have 
formulated international standards concerning : (1) money wage 
rates and earnings; (2) index numbers of money and real 
wage rates and earnings; (3) payrolls and aggregate wages 
and salaries; and (4) international comparisons of real wages 
and the cost of living. 1 Certain of the industrial committees 
have also adopted resolutions on these topics. 


Money Wage Rates and Earnings 

In 1923, the First International Conference of Labour Statis¬ 
ticians adopted resolutions 2 covering, among other matters, 
the types of wage rate and earnings statistics to be collected 
in each country. In 1931, the Fourth International Conference 
of Labour Statisticians, in a series of resolutions 3 reviewing 
the problems of international comparisons of real wages, 
included as part of this broader topic details as to the wages 
data to be collected. Of special importance was its recommen¬ 
dation 4 that the question of the supply of data on wages 
and the cost of living required for international comparisons 
of real wages should be considered with reference to the 
framing of a Convention that would bind Governments 
ratifying it to collect and supply information at regular intervals. 
After preparatory work by the Office and the I. L. O. 
Committee of Statistical Experts, the Fifth International Con¬ 
ference of Labour Statisticians, in 1937, formulated a proposed 
Convention for the consideration of the International Labour 
Conference. The Conference, at its 24th Session, in 1938, 
adopted the Convention (No. 63) concerning Statistics of Wages 
and Hours of Work 5 , which set forth a minimum programme 


1 Cf. I.L.O.: The International Standardisation of Labour Statistics 
(Montreal, 1943), pp. 16-20. 

* Cf. ibid., pp. 70-71. 

* Cf. ibid., pp. 104-107; see also pp. 71-86. 

4 Cf. ibid., p. 107. 

1 Cf. ibid., pp. 86-94. The Fifth International Conference of Labour 
Statisticians adopted a Recommendation proposing an extension of the 
coverage of the statistics to be collected as provided in the Convention. The 
Recommendation could not be considered by the 24th Session of the Inter¬ 
national Labour Conference, as certain of its provisions were outside the 
scope of the subject included in the agenda of that session. For the text of 
this Recommendation, see ibid., p. 96. 
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of wages and hours statistics to be compiled by each ratifying 
State. This Convention came into force on 22 June 1940 and 
by 1 April 1948 had been ratified by thirteen countries. 1 

The Iron and Steel Committee at its first session, in 1946, 
invited the International Labour Office “to examine critically 
the existing statistics (including their sources) relating to 
employment and economic problems underlying social policies 
in the iron and steel industries of the various countries, with 
special emphasis upon their adequacy and international compa¬ 
rability”. The Committee suggested that “the report of the 
Office should contain recommendations for a minimum iron 
and steel statistical programme relating to the measurement 
of . . . average earnings per week and per hour ”. 2 The Inland 
Transport Committee at its second session, in 1947, suggested 
that “ average weekly or monthly earnings (of workers in the 
inland transport industry) should be compiled and published not 
less frequently than annually ” ; and that “ data of earnings 
should be published in such a way that hourly earnings can be 
computed ”. 3 

Index Numbers of Money and Real Wage Rates and Earnings 

The First International Conference of Labour Statisticians, 
in 1923, recommended that “ index numbers of wages should be 
computed to show the general course of changes in nominal 
wage rates and in actual earnings. Index numbers of the 
purchasing power of the wages should also be calculated by 
relating changes in actual earnings to changes in the cost of 
living, the necessary precautions being taken to ensure that 
the two series are comparable ”. 4 

Two conferences of statisticians, convened by the Social 
Science Research Council and held at the International Labour 
Office in 1929 and 1930 respectively, adopted a series of 
resolutions dealing with index numbers of wages. 5 The 

1 Australia, Canada, Denmark, Egypt, Ireland, Mexico, Netherlands, 
New Zealand, Norway, Sweden, Switzerland, Union of South Africa and the 
United Kingdom. 

* Cf. International Labour Organisation, Iron and Steel Committee: 
Report of the First Session (Geneva, I.L.O., 1947), p. 227. 

* Cf. International Labour Organisation, Inland Transport Committee: 
Record of the Second Session (Geneva, I.L.O., 1948), p. 138. 

4 Cf. I.L.O.: The International Standardisation of Labour Statistics, 
op. cit., pp. 70-71. 

* Cf. ibid., pp. 71*84. 
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resolutions of the Fourth International Conference of Labour 
Statisticians made a number of recommendations concerning 
the compilation of national indices of real wages. 1 

The index numbers which are to be compiled by countries 
ratifying the Convention concerning Statistics of Wages and 
Hours of Work (unless they make a declaration to the contrary 
under Article 2 of the Convention) are prescribed by Articles 12 
and 21 of the Convention as follows: index numbers of the 
general movement of earnings per hour, and where possible, 
per day, week or other customary period, and of the general 
movement of rates of wages per hour or per week. 2 

Payrolls and Aggregate Wages and Salaries 

The first conference of statisticians called by the Social 
Science Research Council, in 1929, adopted resolutions dealing 
with the measurement of changes in the proportion of the 
national income formed by wages. 3 

The Sixth International Conference of Labour Statisticians, 
in 1947, adopted a resolution concerning workers’ earnings 
which requested the Governing Body of the International Labour 
Office “to place on the agenda of an early session of the 
International Conference of Labour Statisticians the subject 
of statistics of workers’ earnings with special reference to 
payrolls and aggregate wages and salaries ”. 4 The Governing 
Body, at its 104th Session, in March 1948, decided to place 
the subject of statistics of payrolls and earnings on the agenda 
of the Seventh Session of the International Conference of 
Labour Statisticians, to be held in October 1949. 

International Comparisons of Real Wages 

At the First and Second International Conferences of Labour 
Statisticians (1923 and 1925) the problem of international 
comparison was raised in connection with the work of the 
International Labour Office in carrying further the international 
comparisons of real wages in selected cities begun by the 

* Cf. I.L.O.: The International Standardisation of Labour Statistics, 
op. oit., pp. 104-107. 

* Cf. ibid., pp. 88-89 and 91. 

* Cf. ibid., pp. 82-83. 

4 Cf. I.L.O., Governing Body document G.B. 103/7/1, December 1947, 
p. 16. 
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United Kingdom Ministry of Labour. 1 In particular, the Second 
Conference adopted a resolution embodying certain suggestions 
for the work of the Office. 2 The problem was considered 
further by the two conferences of statisticians convened by the 
Social Science Research Council in 1929 and 1930. The Fourth 
International Conference of Labour Statisticians, in 1931, 
reviewed the whole subject and made a number of specific 
recommendations on the methods which should be followed 
by the Office in comparing internationally money wage rates 
or earnings and real wages. 3 The Sixth International Con¬ 
ference of Labour Statisticians, in 1947, adopted a resolution 
concerning the further study of place-to-place comparisons of 
cost of living, which requested the Governing Body to direct 
the Office to continue its studies of the problems of interna¬ 
tional, inter-regional and inter-city comparisons of costs of 
living, and to place the subject on the agenda of an early session 
of the International Conference of Labour Statisticians, when 
appropriate methods and techniques have been further developed 
and tested. 4 The Governing Body, at its 104th Session, in 
March 1948, instructed the Office to carry out the studies 
recommended in this and other resolutions of the Sixth 
International Conference of Labour Statisticians, giving 
precedence to those relating to the agenda of the Seventh 
Conference. 


Research and Publications 

As a basis for the consideration by the International Labour 
Conference and other bodies of the various topics referred to 
above, the International Labour Office has published a number 
of reports on wages problems. The discussions and decisions 
of these bodies have been published in the records of their 
proceedings. The Office has also made available, in its perio¬ 
dical publications, texts or translations of laws and regulations 
concerned with wages, information on current developments 
in wage policy and on movements in wage rates and earnings, 
and articles discussing a variety of problems of wage policy. 


1 Cf. I.L.O.: The International Standardisation of Labour Statistics, 
op. cit., pp. 24-26. 

* Cf. ibid., p. 101. 

* Cf. ibid., pp. 101-103. 

4 I.L.O., Governing Body document G.B. 103/7/1, December 1947, p. 17. 
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In addition, it has published a number of special studies on 
these subjects. 


Programme for the Future 

As may be seen from the foregoing summary, the central 
importance of problems of wage policy has been recognised 
both by the framers of the Constitution of the International 
Labour Organisation and by the International Labour Con¬ 
ference and ether bodies concerned with the translation of the 
objectives of the Constitution into specific recommendations on 
policy. Three major Conventions concerned with wages have 
been adopted : the Minimum Wage-Fixing Machinery Conven¬ 
tion, 1928, (accompanied by a Recommendation on the same 
subject), the Convention concerning Statistics of Wages and 
Hours of Work, 1938, and the Wages, Hours of Work and 
Manning (Sea) Convention, 1946. On a number of occasions 
the Conference has given incidental consideration to other 
aspects of wages and has included provisions concerning them 
in Conventions and Recommendations which relate primarily 
to other subjects. Other aspects have formed the subject of 
Resolutions. 

Up to the present, the Conference has never had an oppor¬ 
tunity of considering the whole field of wages policy in relation 
to economic and social policy in general. The Governing Body 
therefore decided to include the general subject of wages in the 
agenda of the 31st Session of the Conference in the same way 
as the question of employment was included in the agenda of 
the 27th Session (Paris, 1945), i.e., so as to enable a committee 
of the Conference to be set up to consider it, though not with 
a view to the adoption at the 31st Session of a Convention or 
Recommendation. The Conference is thus in a position to 
explore in a preliminary way those further aspects of wage policy 
which it regards as of special current or long-term interest and 
importance, to select any which it considers suitable for inclusion 
in the agenda of forthcoming sessions, and to indicate the lines 
on which the future programme of action of the Organisation 
in this field should be developed. 

Certain parts of this programme have already been defined. 
Hie agenda of the 31st Session of the Conference includes, 
under the double-discussion procedure, two important specific 
aspects of wages policy in respect of which the Conference, 
after a first discussion in 1948, may in 1949, if it judges such 
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action appropriate, adopt a Convention or Recommendation. 
These two aspects are the fair wages clause in public contracts 
and the protection of wages. The Conference accordingly has 
before it separate reports 1 analysing national law and practice 
in these matters and indicating, on the basis of the views 
expressed by Governments, the principal points which require 
consideration. The initial steps have thus been taken toward 
the formulation of international standards concerning these 
aspects of wages policy. 

The Conference will also have before it at an early session 
a report on the working of the Minimum Wage-Fixing Machin¬ 
ery Convention during the period since it came into force on 
14 June 1930. This report will fall due in June 1950, and it 
will be for the Governing Body to consider, on the basis of 
the first twenty years’ experience with the application of the 
Convention, whether the question of a revision or modification 
of the Convention should be placed on the agenda of the Con¬ 
ference. On the same occasion consideration will no doubt be 
given to the provisions of the Minimum Wage-Fixing Machinery 
Recommendation, 1928, and in particular to the question whether 
it would be desirable to review or supplement these provisions. 

A further topic which the Conference will no doubt be called 
upon to consider at an early session is the regulation of minimum 
wages in agriculture. The Minimum Wage-Fixing Machinery 
Convention and Recommendation, 1928, it will be recalled, relate 
to manufacture and commerce and do not cover agriculture. The 
Permanent Agricultural Committee noted at its first session, in 
1938, the importance of minimum wage regulation ; and at its 
second session, in 1947, it expressed the view that “ the time is 
now ripe for the adoption of international regulations concerning 
maintenance or creation of machinery whereby minimum rates 
of wages can be fixed for agricultural workers by voluntary 
agreement if possible, or State intervention if necessary, or by 
a combination of both methods Such regulations, the Com¬ 
mittee considered, “should be flexible enough to enable their 
adaptation to the particular economic and social conditions of 
agriculture in the different regions and countries ”. The Com¬ 
mittee therefore requested the Governing Body to place this 


1 International Labour Conference, 31st Session, San Francisco, 1948, 
Reports VI (b) (1) and VI (b) (2) : Wag ex (b) Fair Wages Clauses in Public 
Contracts ; and Reports VI (c) (1) and VI (c) (2) : Wages: (c) Protection of 
Wages (Geneva, I.L.O., 1947-1948). 
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problem on the agenda of one of the very early sessions of the 
International Labour Conference. 

In the course of their discussions on the topics mentioned 
in the preceding paragraphs the Governing Body and the Con¬ 
ference may find it possible to give some preliminary con¬ 
sideration to the desirability of extending to related fields 
certain of the principles already formulated, or to be formulated, 
on these aspects. They may wish to consider, for example, 
the desirability of applying to the production of agricultural 
commodities, the price of which is publicly supported, the 
principle of the fair wages clause in public contracts; or the 
application of the same principle to certain types of inter¬ 
governmental commodity agreements or to internationally 
financed development loans. 1 They may also wish to consider 
the desirability or arranging for an examination by the regional 
conferences of the Organisation of certain of the problems 
involved in the effective application in different regions of the 


1 It may be recalled in this connection (1) that the Conference at its 
26th Session (Philadelphia, 1944), in noting the need for international 
machinery for the purpose of promoting the international movement of 
capital, expressed the view that “ the authorities responsible for the opera¬ 
tion of such international machinery should consult the International Labour 
Organisation as to the appropriateness of including in the terms under which 
development works financed in whole or in part through such machinery are 
to be carried out, provisions regarding the welfare and working conditions 
of the labour employed ; and that such provisions should be framed in consul¬ 
tation with the International Labour Organisation ” (International Labour 
Conference, 26th Session, Philadelphia, 1944 : Record of Proceedings (Mont¬ 
real, I.L.O.; 1944), p. 629); (2) that the Conference Delegation on Constitutional 
Questions drew attention in 1946 to the fact that “ the negotiation of inter¬ 
national economic agreements sometimes affords opportunities for the 
inclusion in such .agreements of provisions on labour standards ” and sug¬ 
gested that “ every opportunity should be taken by the international 
organisations responsible for the preparation of such agreements to include 
therein, after consultation with the International Labour Organisation, 
provisions intended to promote the raising and equalisation of labour 
standards ” (International Labour Conference, 29th Session, Montreal 1946, 
Report 11(1): Constitutional Questions. Part 1: Reports of the Conference 
Delegation on Constitutional Questions (Montreal, I.L.O., 1946), p. 96); and 
(3) that the Havana Charter for an International Trade Organisation, which 
is to have important functions in relation to inter-governmental commodity 
agreements, contains an Article on fair labour standards in which Members 
recognise the common interest of all countries in “ the achievement and 
maintenance of fair labour standards related to productivity, and thus in the 
improvement of wages and working conditions as productivity may permit ”, 
undertake to take whatever action may be appropriate and feasible to 
eliminate unfair labour conditions and, in the case of those Members which 
are also Members of the International Labour Organisation, pledge them¬ 
selves to co-operate with that Organisation in giving effect to this undertak¬ 
ing (United Nations Conference on Trade and Employment, held at Havana, 
Cuba, from November 21, 1947, to March 24, 1948 : Final Act and Related 
Documents (Havana, March 1948), p. 7, Article 7.) 
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principles laid down in general international regulations con¬ 
cerning wages policy. 

In the case of certain other aspects of wages policy — in 
particular, the question of wage guarantees — some exploration 
of the problems involved has been undertaken by bodies other 
than the Conference itself — in particular by the industrial 
committees; and the Conference may wish to consider whether 
further study of this kind should be undertaken, with reference 
especially to the particular circumstances of the industries con¬ 
cerned, or whether certain specific aspects could appropriately 
be placed on its own agenda for a future session. As has 
been noted above, the problems involved in the application of 
wage guarantees in the iron and steel industry and in the 
metal trades have been examined by the Iron and Steel Com¬ 
mittee and the Metal Trades Committee, and the conclusions 
reached by these Committees are reproduced in Appendices m 
and IV to the present report. Various aspects of the subject are 
discussed at some length in Chapters IX-XI above, and attention 
is there drawn to some of the points to which further considera¬ 
tion might be given. One of the most important of these, from 
the point of view of that great majority of all wage-earners 
whose employment is still on an hourly or daily basis, is the 
principle of the guaranteed weekly wage. The Conference may 
therefore think it desirable that special consideration should be 
given at an early date to the experience of different industries 
and different countries in the application of this principle and 
to the possible ways in which its further application might be 
facilitated. 

In the case of longer-period wage guarantees and dismissal 
wages, a careful investigation of the possible relationships 
between such provisions and the provisions of unemployment 
insurance and assistance schemes would seem to be a necessary 
preliminary to the formulation of any definite recommendations 
on policy. The Conference may wish to consider whether such 
an investigation should be undertaken by the International 
Labour Office. 

As was noted in Chapter V above, one question, namely, 
that of equal remuneration for work of equal value for men 
and women workers, to which the Conference has already given 
consideration on a number of occasions, has recently engaged 
the attention of the United Nations Economic and Social 
Council, and the Council has invited the International Labour 
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Organisation “to proceed as rapidly as possible with the further 
consideration of this subject and to report to the Council on 
the action which it has taken”. The Conference will no doubt 
wish accordingly to give special consideration to the lines along 
which the future activities of the Organisation in this field 
might be developed. It may consider it appropriate in this 
connection to call for a more detailed examination by the indus¬ 
trial committees and by the Committee on Women’s Work, with 
the assistance of the Office, of the technical problems involved 
in the practical implementation as regards men and women 
workers of the general principle of equal remuneration for work 
of equal value, and of the measures which might be taken, for 
example, to enlarge the opportunities for employment open to 
women workers, to provide adequate facilities for the vocational 
and technical training of women, to minimise any special costs 
which their employment may entail, and to enable women, by 
improved organisation or in other ways, to obtain wages 
representing the full value of their services. 

In the field of wages statistics a substantial programme of 
work has been proposed by the International Conference of 
Labour Statisticians. As has been noted above, the Governing 
Body has placed on the agenda of the seventh session of this 
Conference, to be held in October 1949, the subject of payrolls 
and earnings, and has instructed the Office to carry out studies 
on a number of other topics in the field of wages statistics. 

There are a considerable number of other aspects of wage 
policy, including some of much current interest and importance, 
which the International Labour Conference may wish the Office 
to examine in greater detail, in order to make available the 
information required as a basis for the possible formulation of 
policy recommendations. These aspects range from the special 
wages problems which arise in specific industries or among 
particular categories of workers, and the technical issues 
involved in systems of wage payment by results and in methods 
of adjustment of wage rates to changes in the cost of living, 
to such broad problems of wage policy as the relation of the 
general level of wages to prices and employment, the 
appropriateness of different possible wage policies at different 
levels of employment, and, in general, the wages policies most 
conducive to the achievement of the highest possible standards 
of living. 

The list of topics mentioned in the foregoing paragraphs is 
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by no means exhaustive, and the suggestions made are of course 
tentative in character and are designed merely to serve as the 
starting point for a discussion by the Conference of the future 
programme of action by the Organisation in the field of wages 
policy. It will, however, be apparent that in this field, which 
lies at the core of the pre-occupations of the Organisation, there 
are considerable areas which remain to be systematically 
explored and others in which, though substantial work has 
already been done, much remains to be achieved. 
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APPENDIX I 


ESTIMATED COSTS OF OPERATING WAGE GUARANTEES 
IN CERTAIN PLANTS IN THE UNITED STATES 


Estimated Gross Costs Attributable to Various Types 
of Guaranteed Wage Plans 


The estimated gross cost of operating each of the three types 
of guaranteed wage plans in each of the three steel plants as set 
out in section 4 of table I below is the cost of payments for idle 
time given in section 2 of the table plus the cost of any additional 
overtime which it is estimated would have been worked as a 
consequence of the operation of the wage guarantee and minus the 
amounts which it is estimated would have been paid to workers 
eligible for the guarantee during the vacation which these workers 
would have been granted during the guarantee period. 

It should be noted that certain factors which were not taken 
into account in preparing the cost estimates would be likely to 
reduce somewhat the actual costs of operating wage guarantees. 1 
Further, in estimating the gross costs attributable to the various 
guaranteed wage plans, no allowance was made for possible reduc¬ 
tions in production costs from improved labour relations and more 
regular production due to the operation of the guaranteed wage 
plans. Thus the actual net costs of operating the different types 
of guaranteed wage plans in each of the three steel plants would 
probably be lower than the estimated costs shown in table I below. 

The differences in the estimated gross costs shown in table I 
illustrate the differences between the plans. Thus, the estimated 
gross costs of the guarantee for the period 1937-1941 for plant 2 
would have been 14.1 per cent, of the actual payroll for the period 
in the case of plan A, 11.8 per cent, in the case of plan B, and 
11.0 per cent, in the case of plan C. The costs of plan A are the 
highest, because it guarantees work, or the pay equivalent to such 
work, for forty hours in each week throughout the year. The costs 
of plan B are not so great, as it requires only the provision of 
2,080 hours of work, or the wages equivalent to such work, in the 
course of the year, and therefore allows slack periods to be offset 
by busy ones. Plan C shows the least costs of all, because it pro¬ 
vides smaller benefits. 

It should be noted that when the employer's requirements of 
labour fall short of the guarantee level throughout the whole of the 
year, as in 1938, the cost of each of the plans is the same. 

1 Cf. Guaranteed Wages: op . cit., pp. 61-100, pp. 237-249 ; and Guaranteed 
Wage Study: Interim Report: op. cit. f Chapter VI, Appendix E. 
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TABLE I. ESTIMATED COST OP PAYMENTS FOE OVERTIME AND IDLE 
TIME AS A PERCENTAGE OP ACTUAL PAYROLL, IN THREE STEEL 
PLANTS IN THE UNITED STATES, 1937-1941, AND COSTS WHICH WOULD 
BE ATTRIBUTABLE TO VARIOUS TYPES OF WAGE GUARANTEES 

Plant 1 



Cost as a percentage of actual payroll 
for the period 


1937-41 

1937 

1938 

1939 

1940 

1941 

1. Total coat of overtime under 







guarantee conditions . . 

1.2 

4.0 

0.0 

1.3 

0.3 

0.4 

2. Cost of payments for idle 
time : 







Plan A. 

5.1 

1.7 

28.8 

2.5 

0.6 

0.6 

Plan B. 

4.1 

0.0 

28.8 

0.0 

0.0 

0.0 

Plan C. 

4.1 

0.0 

28.8 

0.0 

0.0 

0.0 

3. Total cost of payments : 







Plan A. 

6.2 

5.6 

28.8 

3.8 

0.9 

0.8 

Plan B. 

5.2 

3.9 

28.8 

1.3 

0.3 

0.2 

Plan C. 

5.2 

3.9 

28.8 

1.3 

0.3 

0.2 

4. Gross cost of guarantee : 







Plan A. 

5.9 

5.6 

26.7 

3.8 

0.8 

0.6 

Plan B. 

4.9 

3.9 

26.7 

1.3 

0.3 

0.2 

Plan C. 

4.9 

3.9 1 

26.7 

1.3 

0.3 

0.2 

5. Gross cost of guarantee under 
10 per cent, limited liabil¬ 
ity • 







Plan A. 

4.0 

5.6 

12.9 

3.8 

0.8 

0.6 

Plan B. 

2.9 

3.9 

12.9 

1.3 

0.3 

0.2 

Plan C. 

2.9 

3.9 

12.9 

1.3 

0.3 

0.2 

6. Gross cost of guarantee under 
48-week guarantee : 







Plan A. 

3.9 

3.9 

19.0 

1.3 

0.3 

0.2 

Plan B. 

3.9 

3.9 

19.0 

1.3 

0.3 

0.2 

Plan C. 

3.9 

3.9 

19.0 

1.3 

0.3 

0.2 


The estimated gross costs of operating the different types of 
guaranteed wage plans in the steel industry during the period 
1937-1941 varied from plant to plant, ranging from 33.5 per cent, 
to 5.9 per cent, of the actual payroll for the period in the case 
of plan A, from 29.4 per cent, to 4.9 per cent, in the case of plan B, 
and from 27.3 per cent, to 4.9 per cent, in the case of plan C. In 
the depression year, 1938, the estimated gross costs of all the 
plans would have risen to 26.7 per cent, of the actual payroll for 
the year in the case of plant 1, 75.1 per cent, in the case of plant 2, 
and 219.6 per cent, in the case of plant 3. 

Tlie estimated gross costs of operating guaranteed wage plans 
can be substantially reduced by imposing one or both of two types 
of limitation on the extent of the guarantee. The first type would 
limit the employers’ liability in respect of the wage guarantee to a 
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Note: The methods followed in arriving at the estimates given in table I and table II 
are described as follows in Guaranteed Wages: op. cit ., pp. 250-251. 

Each group of cost data is numbered. The interrelationships among the cost categories 
are explained below, under section numbers that correspond with those in the tables. 


1. The total cost of overtime under guarantee conditions represents the amount of 
the 50 per cent, premium paid for overtime hours worked under a guarantee, expressed in 
percentage of the actual nayroll. 


2. Cost of payments for idle time is shown under each of the three plans. (The cost 
of payments for idle time, which represents the sum of the payments that would have been 
made under the terms of the guarantee for idle time, was determined by subtracting the 
cost of the straight-time hours worked during the period by employees eligible for the 
guarantee from the cost of the total man-hours guaranteed during the period. Cf. Guaranteed 
Wages: op. cit. t pp. 237-244.) Because of the differences between the two plans, the differ¬ 
ence between costs of payments for idle time shown for plan A and plan B is twice the total 
cost shown under section 1 for overtime hours worked, except (a) when cost of payments 
for idle time under plan B is zero, and (b) when overtime premium payments made to 
ineligibles exceed their usually insignificant proportions. By the same token, the difference 
in cost between idle time payments under plans A and C is, as a general rule, equal to three 
times the cost of overtime under guarantee conditions, except when idle time under plan 
C is zero, and when ineligibles receive overtime premium payments amounting to 0.1 per 
cent, of the guaranteed payroll. 


3. The total cost of payments attributable to a guarantee represents the sum of the 
cost of payments for idle time and for that part of the overtime work under guarantee 
conditions which, it was estimated, would not otherwise have been overtime work. The 
cost of such extra overtime cannot be calculated, when the guarantee is in operation, but is 
nevertheless a cost considered attributable to a guarantee in these calculations. This cost 
represents the amount by which premium pay for overtime worked under guarantee conditions 
exceeds the premium pay for “ actual " overtime. The actual overtime estimated to have 
been worked may be computed by subtracting from the costs shown under section 1 above 
the difference between the costs shown under sections 2 and 3 above. 


4. Gross cost attributable to a guarantee represents those costs remaining after 
adjustment is made for the difference between vacations estimated to have been granted 
from 1937 to 1941, and what would have been granted under current agreements. The 
vacation offset applicable to reducing the cost of idle time differs among the various plans. 
Under plan A, vacation is an offset only to idle time occurring during the part of the year 
in which vacations are normally granted. An additional vacation offset exists under plans 
B and C, equal to the difference between overtime worked in order to schedule vacations, 
and the extra cost of this overtime. 


5. The costs shown under this section are based on the assumption that payments 
for idle time in each year are limited to 10 per cent, of th^ guaranteed payroll in that year. 
These costs vary according to the guaranteed payroll, and not the actual payroll. The 
limitation applies to idle time only, and not to the cost of extra overtime worked under the 
guarantee plan. 


6. Limiting a guarantee to 48 weeks exclusive of vacations reduces the amount of idle 
time for which the guaranteeing employer is obligated to make payments. The amount of 
this reduction in idle time is subtracted from cost of payments for idle time shown in section 
2 above, and the remaining idle time is added to the cost of extra overtime worked under 
guarantee conditions. If idle time is completely eliminated by this limitation on the gua¬ 
rantee, the sole remaining cost is for any extra overtime worked. For any year in which this 
occurs, costs shown under sections 5 and 6 are the same. 


7. These costs are modified from those shown in section 6 by imposing, as a further 
limitation on idle time costs, the 10 per cent, limitation on liability used in computing the 
cost of idle time shown for section 5. The cost in any year is that shown under 5 or 6, 
whichever is lower. 


8. Here costs are assumed to be reduced by the use of a 1-year terminal period provi¬ 
sion which allows the guaranteeing employer to terminate the guarantee benefits payable 
to laid-off employees after the lay-off has lasted for more than a year. When laid-off workers 
face the prospect of subsequent termination of guarantee benefits it is assumed that the 
guaranteeing employer may not work the remaining labour force more than a normal 
workweek. Thus, the proportion of the original guaranteed labour force subject to the 
termination of benefits is assumed to be limited by maximum labour requirements during 
the year subsequent to initial lay-off.... 

Percentages of guarantee cost for the 1937-1941 period as a whole are derived by dividing 
the aggregate cost9 over the 5 years by the 5-year aggregate actual payroll. In those cases 
where expansion in labour requirements resulted in giving to 1941 costs a disproportionately 
large weight, it was assumed, in calculating the 5-year average cost, that the 1941 actual 
payroll was no greater than one and a half times the 1937 actual payroll. This adjustment 
avoids giving an unduly large weight to a year of low costs. 
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TABLE I ( contd .) 
Plant 2 



Cost as a percentage of actual payroll 
for the period 


1937-41 

1937 

1938 

1939 

1940 

1941 

1. Total cost of overtime under 
guarantee conditions . . 

1.2 

2.4 

jo.o 

2.1 

0.9 

0.6 

2. Cost of payments for idle 
time: 

Plan A. 

12.2 

8.0 

77.2 

14.7 

2.1 

0.0 

Plan B. 

11.4 

3.3 

77.2 

10.6 

0.3 

0.0 

Plan C. 

10.5 

0.9 

77.2 

8.5 

0.0 

0.0 

3. Total cost of payments : 

Plan A. 

13.4 

10.3 

77.2 

16.8 

3.0 

0.4 

Plan B. 

12.6 

5.6 

77.2 

12.7 

1.2 

0.4 

Plan C. 

11.7 

3.2 

77.2 

10.6 

0.9 

0.4 

4. Gross cost of guarantee : 

Plan A. 

14.1 

10.2 

75.1 

15.2 

2.9 

0.4 

Plan B. 

11.8 

4.8 

75.1 

11.1 

0.9 

0.4 

Plan C. 

11.0 

2.4 

75.1 

9.0 

0.9 

0.4 

5. Gross cost of guarantee under 
10 per cent, limited liabil¬ 
ity : 

Plan A. 

7.2 

10.2 

17.7 

13.1 

2.9 

0.4 

Plan B. 

5.3 

4.8 

17.7 

11.1 

0.9 

0.4 

Plan C. 

4.4 

2.4 

17.7 

9.0 

0.9 

0.4 

6. Gross cost of guarantee under 
48-week. guarantee : 

Plan A. 

9.6 

2.6 

63.8 

8.4 

0.9 

0.4 

Plan B. 

8.9 

2.4 

63.8 

4.3 

0.9 

0.4 

Plan C. 

8.5 

2.4 

63.8 

2.4 

0.9 

0.4 


specified proportion of the total payroll of the workers covered 
by the guarantee (referred to in the note to table I above as the 
“guaranteed payroll”). The second type would limit the length 
of the period for which income or employment was guaranteed. 


Estimated Gross Costs of Various Types of Guaranteed 
Wage Plans with Limitations on Extent of Guarantee 

Section 5 of table I shows the effect of a limitation of liability 
under the wage guarantees to 10 per cent, of the guaranted payroll 
on the gross costs of operating the three types of guaranteed wage 
plans in each of the three steel plants during the period 1937-1941. 
Section 6 of the table shows the effect on gross costs of a 
limitation of the period guaranteed to forty-eight weeks in each 
year. Section 7 of the table shows for plant 3 only the effect on 




















APPENDIX I 


311 


TABLE I ( COncl.) 
Plant 3 



Cost as a percentage of actual payroll 
for the period 


1937-41 

1937 

1938 

1939 

1940 

1941 

1. Total cost of overtime under 
guarantee conditions . . 

2.0 

2.0 

0.0 

3.0 

2.7 

0.6 

2. Cost of payments for idle 
time: 

Plan A. 

33.0 

10.5 

222.1 

54.0 

12.7 

1.2 

Plan B. 

29.1 

5.3 

222.1 

48.0 

7.2 

0.0 

Plan C. 

27.3 

2.7 

222.1 

45.0 

4.4 

0.0 

3. Total cost of payments : 

Plan A. 

34.3 

12.3 

222.1 

57.3 

14.6 

1.2 

Plan B. 

30.4 

7.1 

222.1 

51.3 

9.1 

0.0 

Plan C. 

28.0 

4.5 

222.1 

48.3 

6.3 

0.0 

4. Gross cost of guarantee : 

Plan A. 

33.5 

12.3 

219.0 

55.4 

13.6 

0.9 

Plan B. 

29.4 

0.4 

219.0 

49.4 

7.7 

0.0 

Plan C. 

27.3 

3.0 

219.0 

40.4 

4.6 

0.0 

5. Gross cost of guarantee under 
10 per cent, liability : 
Plan A. 

11.7 

12.3 

32.2 

17.5 

12.5 

0.9 

Plan B. 

8.9 

0.4 

32.2 

17.5 

7.7 

0.0 

Plan C. 

7.3 

3.0 

32.2 

17.5 

4.6 

0.0 

6. Gross cost of guarantee under 
48-week guarantee : 

Plan A. 

25.7 

4.4 

197.7 

46.1 

6.5 

0.0 

Plan B. 

23.0 

1.8 

197.7 

40.1 

1.9 

0.0 

Plan C. 

22.5 

1.8 

197.7 

37.1 

1.9 

0.0 

7. Gross cost of guarantee under 
48-week guarantee with 
limited liability: 

Plan A. 

8.2 

4.4 

32.2 

17.5 

6.5 

0.0 

Plan B. 

0.4 

1.8 

32.2 

17.5 

1.9 

0.0 

Plan C. 

0.4 

1.8 

32.2 

17.5 

1.9 

0.0 

8. Gross cost of guarantee under 
10 per cent, limited liabil¬ 
ity with benefits termin¬ 
ating after one year of 
continuous lay-off : 

Plan C. 

4.4 

3.0 

29.3 

4.0 

2.7 

0.0 


Source: Guaranteed Wages: op. cit ., pp. 254-256. 


gross costs of the imposition of both types of limitation on the 
extent of the guarantee. 

In the case of plant 3, which showed the highest estimated gross 
costs of operating guaranteed wage plans during the period 1937-1941 
of the twelve plants studied, limiting the total liability under a wage 
guarantee to 10 per cent, of the guaranteed payroll would have had 
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TABLE II. ESTIMATED COST OF PAYMENTS FOR OVERTIME AND 
IDLE TIME AS A PERCENTAGE OF ACTUAL PAYROLL, IN A FURNITURE 
FACTORY AND A MEN’S CLOTHING FACTORY IN THE UNITED STATES, 
1937-1941, AND COSTS WHICH WOULD BE ATTRIBUTABLE TO VARIOUS 
TYPES OF WAGE GUARANTEES 


Furniture factory 



Cost as a percentage of actual payroll 
for the period 


1937-41 

1937 

1938 

1939 

1940 

1941 

1. Total cost of overtime under 
guarantee conditions . . 

0.5 

0.9 

0.0 

0.0 

0.0 

1.4 

2. Cost of payments for idle 
time : 

Plan A. 

13.0 

3.7 

34.7 

13.7 

11.3 

7.0 

Plan B. 

12.0 

1.8 

34.7 

13.7 

11.3 

4.2 

Plan C. 

11.5 

0.9 

34.7 

13.7 

11.3 

2.8 

3. Total cost of payments : 

Plan A. 

13.0 

3.7 

34.7 

13.7 

11.3 

7.0 

Plan B. 

12.0 

1.8 

34.7 

13.7 

11.3 

4.2 

Plan C. 

11.5 

0.9 

34.7 

13.7 

11.3 

2.8 

4. Gross cost of guarantee : 

Plan A. 

12.1 

3.7 

33.0 

12.2 

9.6 

7.0 

Plan B. 

10.8 

1.2 

33.0 

12.2 

9.0 

3.4 

Plan C. 

10.0 

0.0 

33.0 

12.2 

9.6 

1.1 

5. Gross cost of guarantee under 
10 per cent, limited liabil¬ 
ity : 

Plan A. 

8.0 

3.7 

13.4 

11.3 

9.6 

7.0 

Plan B. 

7.3 

1.2 

13.4 

11.3 

9.6 

3.4 

Plan C. 

6.5 

0.0 

13.4 

11.3 

9.6 

1.1 

6. Gross cost of guarantee under 
48-week guarantee : 

Plan A. 

5.7 

0.0 

24.6 

5.2 

3.0 

0.0 

Plan B. 

5.7 

0.0 

24.6 

5.2 

3.0 

0.0 

Plan C. 

5.7 

0.0 

24.6 

5.2 

3.0 

0.0 

7. Gross cost of guarantee under 
48-week guarantee with 
limited liability : 

Plan A. 

3.8 

0.0 

13.4 

5.2 

3.0 

0.0 

Plan B. 

3.8 

0.0 

13.4 

5.2 

3.0 

0.0 

Plan C. 

3.8 

0.0 

13.4 

5.2 

3.0 

0.0 

8. Gross cost of guarantee under 
10 per cent, limited liabil¬ 
ity with benefits termin¬ 
ating after one year of 
continuous lay-off 

Plan C. 

2.9 

0.0 

13.4 

1.3 

1.1 

0.6 
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the effect of reducing the gross costs from 33.5 per cent, to 11.7 per 
cent, of the actual payroll for the period in the case of plan A, from 
29.4 per cent, to 8.9 per cent, in the case of plan B, and from 27.3 per 
cent, to 7.3 per cent, in the case of plan C. Limiting the period of the 
guarantee to forty-eight weeks in each year would have reduced the 
estimated gross costs to 25.7 per cent, of the actual payroll for the 
period in the case of plan A, to 23 per cent, in the case of plan B, 
and to 22.5 per cent, in the case of plan C. It is apparent, therefore, 
that the method of limiting total liability to 10 per cent, of the 
actual payroll for the period is more effective in reducing the cost 
of a wage guarantee than the method of limiting the period of the 
guarantee to forty-eight weeks in each year. A combination of 
these two methods of limiting the extent of the guarantee would 
have had the effect of reducing the estimated gross costs still 
further to 8.2 per cent, of the actual payroll for the period in the 
case of plan A, and to 6.4 per cent, in the case of both plan B and 
plan C. In the depression year, 1938, the estimated gross costs 
would have been reduced from 219.6 per cent, to 32.2 per cent, of the 
actual payroll for the year for all the different plans. 

If the benefits under a wage guarantee were terminated after 
any eligible employee had been laid off for more than one year, the 
estimated gross costs of plan C would have been reduced to 4.4 per 
cent, of the actual payroll for the period in the case of plant 3 if 
total liability had also been limited to 10 per cent, of the guaranteed 
payroll for the period. 

It should be noted that the estimates of gross costs of operating 
the three types of guaranteed wage plans given in the two preceding 
paragraphs refer to plant 3 only. The estimated gross costs of 
operating the different types of guaranteed wage plans are lower 
for the other steel plants studied in the present report. 

The reductions in gross costs which can be realised by a moderate 
limitation of the period of guarantee are appreciable, but not as 
great as can be obtained from a limitation of the total financial 
liability. This is particularly true for depression years, unless the 
period of the guarantee is reduced to such an extent that it ceases to 
provide even a moderate degree of security to the workers. 

An examination of table II shows that the estimated gross 
costs of operating wage guarantees in the furniture factory 
during the period 1937-1941 would have been 12.1 per cent, of the 
actual payroll for the period in the case of plan A, 10.8 per cent, in 
the case of plan B, and 10 per cent, in the case of plan C. A 
limitation of liability under the wage guarantees to 10 per cent, of 
the guaranteed payroll, together with a limitation of the period of 
the guarantee to forty-eight weeks, would have had the effect of 
reducing the gross costs to 3.8 per cent, of the actual payroll for the 
period for each of the three plans. 

The estimated gross costs of operating each of the three different 
types of guaranteed wage plans in the men’s clothing factory during 
the period 1937-1941 would have been 10.9 per cent., 9.1 per cent, and 
8.3 per cent, of the actual payroll for the period respectively. These 
percentages would have been reduced somewhat by imposing either 
of the two types of limitation on the extent of the guarantee referred 
to above. 1 


1 See Chap. VIII. 
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TABLE II ( contd .) 


Men'8 clothing factory 



Cost as a percentage of actual payroll 
tor the period 


1937-41 

1937 

1938 

1939 

1940 

1941 

1. Total cost of overtime under 







guarantee conditions . . 

1.0 

1.4 

0.1 

1.8 

1.5 

0.0 

2. Cost of payments for idle 
time : 







Plan A. 

9.9 

15.7 

29.5 

4.5 

6.0 

0.5 

Plan B. 

8.2 

13.2 

29.4 

1.0 

3.3 

0.5 

Plan C. 

7.5 

11.9 

29.3 

0.0 

1.9 

0.5 

3. Total cost of payments : 







Plan A. 

10.9 

16.8 

29.6 

6.3 

7.5 

0.5 

Plan B. 

9.1 

14.3 

29.5 

2.8 

4.8 

0.5 

Plan C. 

8.3 

13.0 

29.4 

1.8 

3.4 

0.5 

4. Gross cost of guarantee : 







Plan A. 

9.2 

14.8 

27.6 

4.2 

5.5 

0.0 

Plan B. 

7.6 

12.2 

27.5 

1.8 

2.7 

0.0 

Plan C. 

7.2 

11.0 

27.4 

1.8 

1.5 

0.0 

5. Gross cost of guarantee under 
10 per cent, limited liabil¬ 
ity : 







Plan A. 

6.5 

11.4 

13.0 

4.2 

5.5 

0.0 

Plan B. 

5.4 

11.4 

13.0 

1.8 

2.7 

0.0 

Plan C. 

5.2 

11.4 

13.0 

1.8 

1.5 

0.0 

6. Gross cost of guarantee under 

48-week guarantee : 







Plan A. 

5.5 

8.6 

19.9 

1.8 

1.5 

0.0 

Plan B. 

5.0 

6.1 

19.8 

1.8 

1.5 

0.0 

Plan C. 

4.7 

4.8 

19.7 

1.8 

1.5 

0.0 


Source: Guaranteed Wages: op. cit ., pp. 263 ana 265. 


A comparison of the estimated gross costs of operating the 
different types of guaranteed wage plans in steel plant 2, the 
furniture factory and the men’s clothing factory in the depression 
year, 1938, shows that, while the estimated gross costs of operating 
plan A during the period 1937-41 would have been only 14.1 per cent., 
12 per cent, and 9.2 per cent, of actual payroll for the period in the 
case of steel plant 2, the furniture factory and the men’s clothing 
factory respectively, such costs for the same plants in 1938 would 
have been 75.1 per cent., 33 per cent, and 27.6 per cent, of actual 
payroll for 1938. It is apparent, therefore, that the effects of 
variations in the level of economic activity on the costs of wage 
guarantees differ as between capital goods industries and consumers’ 
goods industries. Employment in capital goods industries is effected 
chiefly by cyclical fluctuations, which frequently cause sudden and 
severe contractions in employment in these industries in particular 
years, thereby greatly increasing the costs of operating wage 
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guarantees in such industries in those years, while employment in 
consumers' goods industries is affected not so much by cyclical 
fluctuations as by seasonal and other factors which each year cause 
part-time unemployment. This unemployment is generally less severe 
in its effects on the costs of operating wage guarantees than the 
cyclical unemployment commonly experienced by capital goods 
industries. It can be concluded, therefore, that in a depression year 
the costs of operating wage guarantees are generally considerably 
greater in capital goods industries than in consumers' goods 
industries. 
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UNEMPLOYMENT INSURANCE PROVISIONS RELEVANT 
TO WAGE GUARANTEES IN CERTAIN COUNTRIES 1 

Amount of the Benefit 


The amount of the benefit payable to an unemployed person 
varies in different countries. There are four main systems of 
calculating the amount of the benefit : 


1 The sources of provisions for unemployment insurance in different 
countries given in the succeeding pages are as follows : 

Australia: National Welfare Act 1943; Unemployment and Sickness 
Benefits Act, 1944 (I.L.O.: Legislative Series, 1944 - Austral. 2). 

Belgium: Legislative Order respecting social security for employees. 
Dated 28 December 1944 (I.L.O.: Legislative Series, 1944-Bel. 2); Order 
of the Regent to set up the Provisional Fund for the maintenance of involun¬ 
tarily unemployed persons. Dated 26 May 1945 (I.L.O. : Legislative Series, 
1945-Bel. 1). 

Canada: Unemployment Insurance Act of 7 August 1940, as amended 
by the Act of 24 July 1943 ; Cf. I.L.O. : Inter-American Handbook of Social 
Institutions (Montreal, 1945), pp. 63-65. 

Greece: Act No. 118 respecting the insurance of employees in industrial 
undertakings against unemployment. Dated 13 February 1945 (I.L.O. : 
Legislative Series , 1945 - Gr. 1). 

New Zealand: Social Security Act, 1942, as amended by the Act of 
24 November 1945 (I.L.O. : Legislative Series, 1942 - N.Z. 1 ; 1945 - N.Z. 2). 

Norway: Order respecting unemployment insurance. Dated 16 Novem¬ 
ber 1940. I.L.O. : Legislative Series, 1940-Nor. 2). 

Poland: Act of 18 July 1924 (I.L.O.: Legislative Series, 1924-Pol. 3); 
Decree of 24 November 1927 (I.L.O.: Legislative Series, 1927 - Pol. 6); Act 
of 28 March 1933 (I.L.O.: Legislative Series, 1933-Pol. 5); Decree of 
7 September 1944; Decree of 29 September 1945. 

Switzerland: Federal Constitution, Article 34 (1); Order of Federal 
Council of 14 July 1947. 

Union of South Africa: Unemployment Benefit Act, 1937, as amended 
by the Act of 23 M.arch 1942 (I.L.O.: Legislative Series, 1937 - S.A. 1 ; 
1942 -S. A. 1). 

United Kingdom: National Insurance Act, 1946 (I.L.O.; Legislative 
Series, 1946- U.K. 3). 

United States: Federal Security Agency, Social Security Board : Compa¬ 
rison of State Unemployment Compensation Laws as of December 31, 1941. 
Employment Security Memorandum, No. 8 (Washington, D.C. December 
1941); Federal Security Agency, Social Security Board: Unemployment 
Insurance Abstract, Program Statistics and Legal Provisions 1937-45 , Supple¬ 
ment to Employment Security Activities, Vol. 2, No. 1, January 1946; 
Federal Security Agency, Social Security Administration : Significant 
Provisions of State Unemployment Compensation Laws , May 1946, and Enacted 
Amendments to State Unemployment Insurance Laws, April 17, 1947. 
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1. In the first, the benefit is a fixed amount irrespective of 
earnings as in Australia, New Zealand, Norway, South Africa, 
Sweden and the United Kingdom. The size of the benefit payable 
to a particular unemployed person usually varies according to age, 
sex and number of dependants, and must not exceed the beneficiary's 
normal wage or, in some cases, a specified amount. 

2. In the second, the benefit is a percentage of the minimum 
or basic daily, weekly or monthly wage, as in Belgium, Greece and 
Poland. Additional amounts are usually payable for dependants. 

3. In the third, the benefit is a percentage of the normal 
rate—subject to a prescribed minimum in Switzerland—or of the 
earnings for a particular period, as in the United States. 

4. In the fourth, the benefit is a percentage of the beneficiary's 
average weekly contribution to the unemployment fund, as in 
Canada. A higher percentage of such contributions is payable if 
the unemployed person has dependants. The contribution itself 
is proportionate to the insured person's wage rate. 

Duration of the Benefit 

The duration of the benefit varies as between different couhtries 
as follows : 

1. The unemployment benefit is paid as long as the beneficiary 
continues to meet the conditions for the initial receipt of the 
benefit in Australia, Belgium, Greece, New Zealand and Poland. 

2. The benefit is payable for limited periods in the following 
countries : 

Canada. An unemployed person may draw one benefit payment 
for every five contributions made in the previous years, less one 
payment for every three benefit payments received in previous 
years. 

Switzerland. The benefit is payable for ninety full working 
days within a calendar year. 

Union of South Africa. The benefit is payable for not more 
than twenty-six weeks in any period of fifty-two weeks, beginning 
with the first day of any period of unemployment in respect of which 
the benefit is payable. 

United Kingdom. The benefit is payable for 180 days, subject 
to extension in accordance with favourable contribution and benefit 
records. 

United States. The maximum period for which the benefit is 
payable varies from State to State. The longest period is twenty-six 
weeks, in Illinois, New York and Washington, while the shortest 
period is fourteen weeks, in Arizona and Mississippi. For various 
reasons, many workers in the majority of States would not be 
eligible to receive the benefit for the maximum period. 

Length of the Waiting Period 

The waiting period in different countries is as follows : 

Australia. The benefit is payable from and including the seventh 
day after the day on which the unemployed person becomes 
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unemployed, or makes a claim for unemployment benefit, whichever 
is the later. 

Belgium . The benefit is payable from the first day on which 
the unemployed person is certified as being unemployed by his 
employer. 

Canada. No benefit is paid for the first nine days of unemploy¬ 
ment in a benefit year, nor for certain other days when unemploy¬ 
ment is not continuous. 

• Greece. The benefit is payable from, and including, the sixth 
day in the case of wage-earning employees and craftsmen, or from, 
and including, the eleventh day in the case of salaried employees 
and servants, reckoned in both cases from the date of the notice 
given by the unemployed person. 

New Zealand. Unemployment benefit is not payable until after 
the first seven days of any period of unemployment. In certain 
circumstances, at the discretion of the Social Security Commission, 
the benefit is payable from any day up to six weeks after the day 
on which the person became unemployed. 

Norway. The benefit is payable only after the unemployed 
person has been unemployed and registered as an applicant for 
employment for twelve days. If the unemployed person has a 
dependant, the waiting period is reduced to six days. Sundays 
are not included in the waiting period. 

Switzerland. The waiting period is, as a rule, one day in a 
calendar year, subject to special provisions for seasonal or casual 
work. 

Union of South Africa. The benefit is not payable in respect 
of the first week of unemployment, and for this purpose periods 
of unemployment separated by less than nine weeks of employment 
are regarded as one continuous period of unemployment. 

United Kingdom. The benefit is payable after three working 
days of unemployment, unless within thirteen weeks a further nine 
days of unemployment is experienced. Odd days of unemployment 
count for the benefit if two or more fall within a group of six 
consecutive days. 

United States. The waiting period varies from State to State. 
No waiting period is required in Maryland, one week is required in 
most States and two weeks in the rest. 


Methods of Financing 

Unemployment insurance schemes in the different countries are 
financed mainly by the three following methods : 

1. By contributions of employers and insured persons, together 
with State subsidies. 

2. Mainly by contributions of employers. 

3.. By general taxation. 
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By Contributions of Employers and Insured Persons, together 
with State Subsidies 

Belgium . Unemployment benefits are paid out of the Provisional 
Fund for the Assistance of the Unemployed, the resources of 
which are derived from State grants and from a share of the 
contributions of wage-earners, salaried employees and employers 
to the National Social Security Office which is equal to 2 per cent, 
of each insured person’s remuneration. 

Canada. Unemployment insurance is financed by contributions 
from employed persons and employers on a scale varying with the 
size of the workers’ weekly earnings. The Federal Government 
adds a contribution equal to one-fifth of the combined contributions 
made by employers and employees to the fund and also defrays the 
cost of administration. 

Norway . Unemployment benefits are paid out of an unemploy¬ 
ment fund which receives each year one-tenth of the contributions 
which employers and employees pay in equal proportions according 
to a fixed scale to the insurance fund established under the Sickness 
Insurance Act, 1930. The State makes grants to the unemployment 
fund if it is necessary to maintain the fund’s solvency. 

Switzerland. In accordance with the Federal Decree of 14 July 
1942, the cantonal unemployment insurance schemes are financed 
by the contributions of insured persons, as well as by Federal and 
cantonal subsidies. The cantons may maintain in force any 
provisions imposing contributions on employers and communes. 

Union of South Africa. Unemployment benefits are paid out 
of an unemployment fund which is established separately for each 
industry. Employers and employees contribute to each fund accord¬ 
ing to a fixed scale. The Government contributes to each fund a 
sum equal to one-fourth of the contributions by employers and 
employees. 

United Kingdom . Unemployment benefits are financed by contri¬ 
butions from employers and insured persons according to a fixed 
scale, and by State subsidies. 


By Contributions of Employers 

Greece. Unemployment benefit is paid out of an unemployment 
fund, the resources of which are provided mainly by contributions 
from employers amounting to 10 per cent, of the wages paid to 
employers in industrial undertakings, together with certain other 
contributions by employers, and periodical Government grants. 

Poland. Unemployment benefits are paid out of a fund financed 
entirely from contributions by employers, who pay into the fund 
fixed percentages of the actual wages and salaries paid to their 
employees. 

United States. Payments under the unemployment insurance 
system are financed from contributions paid by employers on the 
wages of covered workers, and, in a few States, from contributions 
by the workers themselves. Most State laws contain what are 
known as experience-rating provisions, whereby contribution rates 
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may be varied from the standard rate in accordance with the 
unemployment benefits actually paid to employees of the individual 
employer. The contribution rate of each employer is determined 
by various formulae in different States. 

By General Taxation 

Australia. Unemployment benefits are paid out of the National 
Welfare Fund, established by an Act of 1943. This Fund derives 
its revenue by a grant from the proceeds of a special income tax 
called the “ social services contribution ” and of a payroll tax. The 
income of the Fund in 1946-1947 was estimated at £61,000,000. 

New Zealand. The unemployment benefit is paid out of the 
Social Security Fund, which is financed by a social security tax 
(of 7.5 per cent, at present) on all salaries, wages and other income, 
together with Government contributions of varying amounts. 
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MEMORANDUM ON MINIMUM INCOME SECURITY ADOPTED 
BY THE IRON AND STEEL COMMITTEE 
OF THE INTERNATIONAL LABOUR ORGANISATION 
AT ITS SECOND SESSION, AUGUST 1947 


Extracts from the Report of the Subcommittee on Minimum 



The Subcommittee on Minimum Income Security was set up 
by the Iron and Steel Committee at its 2nd plenary sitting on 
20 August 1947. It was composed of 21 members (7 Government 
members, 7 Employers’ members, and 7 Workers’ members)... 

After a lengthy exchange of views on the problem of minimum 
income security, the Subcommittee found itself divided between its 
desire to avoid prejudicing the work of the next session of the 
International Labour Conference and its anxiety to reach concrete 
conclusions. 

The Workers’ members explained that they neither expected 
nor wished the Committee to draw up detailed plans for the applica¬ 
tion of guaranteed wage systems. That was the task of the 
organisations of employers and workers in each country. The 
present function of the Committee was, in their opinion, to reach 
the widest possible agreement between men engaged in the industry, 
and not to adopt Resolutions which were impossible to apply... The 
Iron and Steel Committee was faced, in the international sphere, 
with a fundamental problem of the industry, which was not that 
of unemployment properly speaking, but of intermittent employ¬ 
ment. In some countries workers in the iron and steel industry 
were employed for only a few days each week over a period of 
years. It must be realised that the employers needed the skill and 
experience of the workers and consequently that they should 
ensure them in return a certain standard of life. The Iron and 
Steel Committee must create an international trend in this direction. 
The industry must accept the principle of the guaranteed weekly 
wage as an integral part of its structure, and adapt itself accord¬ 
ingly. The Workers’ members asked the Committee to express an 
opinion on the desirability of extending the guaranteed weekly wage 
system where it existed and of establishing it where it was as yet 
unknown. The Committee could in this way give an impetus to the 
action of the Conference in the matter. 

After this statement, the Employers’ members explained that 
they did not intend to take up a negative attitude, and that if the 
Workers’ members would prepare a text embodying the ideas which 
had just been expressed by their spokesman, the Employers’ 
members would give it sympathetic consideration... 

1 This report was unanimously adopted by the Committee at its 6th 
plenary sitting on 29 August 1947. 
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The text submitted by the Workers' members gave rise to 
considerable discussion, in which members of all the groups took 
part. It was pointed out from the Employers' side that the wage 
did not form the only element in the workers' income, for in 
every country the wage was generally supplemented by other 
benefits such as unemployment and sickness insurance, or social 
security provisions, family allowances, holidays with pay, and further 
forms of remuneration. The State, public bodies, and often the 
workers and employers themselves, who paid special contributions, 
took part in the financing of these schemes for the workers' welfare. 
If, however, income security was to depend only on the wage, it 
would mean that the employers alone would have to bear the 
burden of a social responsibility which rested equally, at least to 
a certain extent, on the national community. 

The Workers' members considered that the wage was the essential 
element in the workers' income All other provisions, however 
important, were only of supplementary value in the worker's income, 
and if it was not to be illusory, any system of minimum income 
security must be based on the wage itself. 

At the request of the United States Government member, the 
Workers' members made it clear that by a guaranteed weekly 
wage they understood the assurance of a remuneration which would 
not fall below a certain number of days at the normal weekly 
wage, whatever the number of days actually worked, as long as 
the worker was not responsible for the falling off in production. 
The system at present in force in the United Kingdom iron and 
steel industry was then mentioned, under which each worker was 
assured of a wage corresponding to at least four days' work a week. 

The Workers' members considered that by this means it was 
possible to avoid intermittent work in the industry, the frequency 
of which had hitherto been a serious disadvantage for the workers. 
The industry must adapt its methods of production to the require¬ 
ments of the system, but, rather than being a difficulty, it would 
in the Workers' opinion enable the industry to spread out its 
production activity over a long period, without the necessity for 
periodical stoppages of work. 

The comment was made from the Employers’ side that, if a 
serious study was made in the iron and steel industry on this 
particular point of the rhythm of production of industry and 
employment density, it would be found that the number of workers 
dismissed owing to the slackening of production activity in works 
was far from being in proportion to the fall in production. It was 
emphasised, on the other hand, that the guaranteed weekly wage 
system would reverse the relations between labour and management, 
since until the present time the employer had paid wages only 
for a service rendered, and the reform would involve a heavy 
burden on the industry, which could not be accepted without 
reflection... 

The Employers* members stated that, for all the reasons given 
during the discussion, they could not accept the proposed Resolution 
submitted by the Workers, since it recommended the early adoption 
and application of the principle of the guaranteed weekly wage to 
all workers in the iron and steel industry. To demonstrate, however, 
that the Employers were not fundamentally opposed to this reform 
when all the conditions necessary for its application existed, the 
Employers’ members submitted a proposed Resolution, in the hope 
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that it would meet with the approval of the Subcommittee. In the 
terms of this proposed Resolution, the Employers’ members noted that 
the question of wages had been placed on the agenda of the 
next session of the International Labour Conference, and recom¬ 
mended that the Office should collect the necessary information on 
the question in the countries concerned and prepare a report for 
submission to the Conference, which could thus be well informed 
on the practices in vogue. 

The Workers’ members interpreted the submission of this draft 
by the Employers as indicating an unwillingness on their part to 
study the question, as otherwise they could see no valid reason for 
their refusal to accept even the principle of the guaranteed weekly 
wage. The Workers maintained that their proposed Resolution, 
taking into account the different conditions existing in the countries 
represented on the Committee, recommended that the task of working 
out the methods by which the guaranteed weekly wage should 
be applied in each of the countries concerned should be left to the 
organisations of employers and workers, acting through their collec¬ 
tive bargaining machinery. The Workers’ members recalled that, at 
the first session of the Committee, they had raised the problem of 
a guaranteed annual income, but in view of certain difficulties which 
they did not wish to ignore or neglect, they confined themselves 
today to the guaranteed weekly wage, for the function of the Iron 
and Steel Committee was to give an example and not to wait until 
the principle had been adopted by all industries and in every country. 

As no progress had been made in reconciling the different points 
of view, the representatives of the Employers’ and Workers’ members 
accepted the suggestion that a Memorandum should be adressed 
to the Governing Body instead of formal Resolutions... The Chair¬ 
man therefore laid before the Subcommittee, at its fourth sitting, a 
draft Memorandum to the Governing Body of the International 
Labour Office on the Question of Minimum Income Security in the 
Iron and Steel Industry . After the text of this document had been 
revised at the meeting of the Officers of the Subcommittee, it was 
approved by the Chairman, and by the Workers’ Vice-Chairman, 
but not by the Employers’ Vice-Chairman. 1 

The Subcommittee began the examination of the Memorandum 
paragraph by paragraph, and adopted the first six paragraphs 
unanimously. 

Paragraphs 7, 8 and 9 were formally opposed by the Employers’ 
members, because they implied the recognition of the principle of 
the guaranted weekly wage, and its adoption and application. A new 
discussion arose, during which the Employers reaffirmed that the 
information available on the limited experiments in progress in 
certain countries was not enough to justify the acceptance of the 
guaranteed weekly wage. In these circumstances, the Employers 
considered that it, was not in the long-term interest of the industry 
to take uneconomic measures. The question would certainly be 
studied in the near future, but at present the Employers could not 
recognise the validity of the principle of the guaranteed weekly 
wage. The Workers expressed their surprise at the position taken 
by the Employers, after they had made the concession of dropping 
their Resolution in favour of a Memorandum to the Governing Body, 


1 This text, with minor modifications, was adopted by the Subcommittee. 
It will be found on pp. 324-325. 
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which did not embody any commitment that might involve them in 
sacrifices for which they were unprepared. The Chairman empha¬ 
sised the fact, for the notice of the Employers' members, that, 
paragraph 7 was sufficiently elastic to offer them a complete 
guarantee against the consequences which they might fear. The 
Government members gave their views on the text in their turn. 
They approved paragraphs 7, 8 and 9, subject to slight drafting 
modifications. 

Paragraphs 10 and 11 were adopted without opposition... 

The Memorandum to the Governing Body was voted on at the 
sixth meeting of the Subcommittee. At the request of the Employers' 
members, who were unable to give their full support to the 
Memorandum only on account of paragraphs 7, 8 and 9, the vote 
was taken in two parts. Paragraphs 1, 2, 3, 4, 5, 6, 10 and 11 
were therefore adopted unanimously, and paragraphs 7, 8 and 9 
were adopted by 14 votes (7 Government members and 7 Workers' 
members) to 7 votes (7 Employers' members). The text of the 
Memorandum follows : 


Memorandum to the Governing Body of the International 
Labour Office on the Question of Minimum Income Security 
in the Iron and Steel Industry 1 

1. The Iron and Steel Committee, having met at Stockholm for 
its Second Session, August 1947, had before it the question of 
minimum income security submitted to it by the International 
Labour Office, in pursuance of a decision of the Governing Body 
(99th Session, Montreal, September 1946). The Committee had 
also before it the Report of the Office setting out the different 
aspects of the question in the light of the limited information 
available on the subject and the experiments in progress in certain 
countries. 

2. The Committee was influenced in the form to be given to 
its conclusions by the fact that the Governing Body had, after 
fixing the agenda of the Second Session of the Committee, decided 
to place on the agenda of the 1948 Session of the International 
Labour Conference the general question of wages, which would be 
dealt with in relation to general economic and social policy, and 
concerning which a plan of action would be worked out. 

3. The Committee found that it was divided between two points 
of view : on the one hand, the wish not to prejudice the work 
of the next session of the International Labour Conference by 
adopting a Resolution based on the circumstances obtaining in one 
of the principal basic industries ; and on the. other hand, the 
desire to reach practical conclusions and decisions capable of 
application in the iron and steel industry. 

1 The Committee, at its 6th plenary sitting on 29 August 1947, adopted 
paragraphs 1, 2, 3, 4, 6, 10 and 11 of the Memorandum by 53 votes to 0. 
Paragraphs 7, 8 and 9, on which the Employers’ members had made reser¬ 
vations in the Subcommittee, were adopted by 38 votes to 14. In view of a 
comment by the French Employers' members that similar reservations 
applied to paragraph 5, the latter was also adopted by 38 votes to 14. 



APPENDIX in 


325 


4. In order to reconcile these two views, the Committee consi¬ 
dered that in the present circumstances it would be preferable, 
instead of adopting a formal Resolution, to explain its views on 
the question of minimum income security in the present Memorandum 
addressed to the Governing Body. 

5. The Committee noted that, under the terms of the item 
placed on the agenda of the 1948 Session of the Conference, the 
question of a guaranteed weekly wage is not explicitly submitted 
to the Conference for attention, but the Committee considered that 
any plan of action in the field of wages arising from their relation 
to general economic and social policy would have the idea of 
minimum security as a fundamental basis. 

6. The Committee realised that even if the Conference accepts 
the principle of the guaranteed weekly wage and includes it either 
in a Convention or in a Recommendation, its universal application 
to all industries would take some time. 

7. The Committee is of the opinion that the iron and steel 
industry has attained such a state of development by its constant 
technical progress that it may now be possible and desirable to look 
forward to an improvement in the methods of wage payment of its 
workers. As the wage is the main element in the workers' income, 
the improvement would take into account, beyond the payment of 
wages for services rendered, the social necessity of ensuring the 
workers a guaranteed weekly wage. The Committee recommends, 
therefore, the adoption and the application, wherever feasible, of 
the principle of a guaranteed weekly wage in the iron and steel 
industry. 

8. The guaranteed weekly wage would constitute a substantial 
improvement over present conditions for many workers in the iron 
and steel industry, by protecting them to a considerable extent 
from the effects of intermittent employment. 

9. The Committee realises that conditions vary in the countries 
represented therein. It considers therefore that it should be left 
to the organisations of employers and workers, acting through 
their collective bargaining machinery, to work out the most 
practical means of introducing in their respective countries the 
guaranteed weekly wage for iron and steel workers. 

10. The Committee wishes to follow the development of the 
practical application of all systems of minimum income security, 
and invites the Governing Body to request the Office to collect 
from the iron and steel producing countries information on the 
subject and to submit it to the next session of the Committee. 

11. The Committee expresses the hope that the Governing 
Body will transmit this Memorandum, together with its own 
comments, to the 1948 Session of the International Labour Confer¬ 
ence and to the Governments of the iron and steel producing 
countries. 
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RESOLUTION CONCERNING MINIMUM INCOME SECURITY 
ADOPTED BY THE METAL TRADES COMMITTEE 
OF THE INTERNATIONAL LABOUR ORGANISATION 
AT ITS SECOND SESSION, SEPTEMBER 1947 

Extracts from the Report of the Subcommittee on Minimum 

Income Security 1 

The Subcommittee on Minimum Income Security was set up 
by the Metal Trades Committee at its 2nd plenary sitting on 
3 September 1947. It was composed of 30 members (10 Government 
members, 10 Employers’ members, and 10 Workers’ members)... 

The Representative of the Secretary-General pointed out that 
the position in regard to the question of minimum income security 
had been somewhat changed since the Governing Body had 
decided to place the whole question of wages on the agenda of 
the next session of the International Labour Conference, which 
would take place in 1948 at San Francisco. In these circumstances 
the special attention of the Subcommittee was drawn to the 
desirability of embodying its conclusions in a report rather than 
in the form of Resolutions, which might prejudice decisions of the 
Conference and hamper its discussions. The comments of the 
Representative of the Secretary-General on this new situation gave 
rise to no fundamental objections by the Subcommittee... 

After a lengthy exchange of views on a number of aspects of 
the question, the Workers’ members suggested that, at this juncture 
the role of the Metal Trades Committee should be to find what 
contribution it could make within the limits of its competence 
towards eliminating the causes involving a loss of income for the 
worker, and particularly towards eliminating the consequences of 
intermittent employment. In so doing, the Committee, so far from 
hampering the General Conference at San Francisco,, would help 
it by giving detailed expression to its views on the guaranteed 
wage. 

To this end the Workers’ members put forward a proposed 
Resolution concerning the guaranteed weekly wage and commented 
on its general lines. The Workers’ members thought that the 
preamble of the draft proposed by them could meet with unanimous 
approval, for it was natural that a Committee of the International 
Labour Organisation should examine the question of the guaranteed 
wage, as all others, in the light of one of the fundamental principles 
of the Organisation, that labour is not a commodity, and with a 
view to the establishment of greater economic security. 

The Workers’ members thought that the progress made in 
machinery, technical developments, and methods of organising the 
work and production planning in the metal trades should enable 

1 This report was adopted by the Committee at its plenary sitting on 
12 September 1947 by 59 votes to 3 with 9 abstentions. 
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the industry to give its workers security against the effects of 
fluctuations in the production of undertakings ; and that this 
security should be given in the form of a guaranteed weekly wage, 
to which the workers should be entitled as long as stoppages or 
irregularity of employment were beyond their control. 

The Workers considered that the adoption of the guaranteed 
weekly wage need not have any marked effect on the costs of 
production if it was accompanied by genuine co-operation between 
labour and management and by efficient organisation of production. 

The Workers' members considered another aspect of income 
security, namely, methods of calculating wages, the diversity and 
complexity of which sometimes made the workers think that they 
were not receiving the wages due to them for the work done. The 
Workers' members recommended, as a remedy for this situation, 
the study and adoption by the organisations concerned of a limited 
number of simple systems easily understood by the workers. 

The Workers' members stated that they realised the varying 
conditions in different countries. It would therefore be enough to 
recognise the principle of the weekly wage and to leave to the 
organisations of employers and workers in each country the task 
of finding the means of applying this reform when it seemed 
possible to achieve. 

The Employers' members considered that the real problem of 
income security was that of giving the worker a feeling of security 
against a number of threats, such as reduction in hours of work, 
the possibility of dismissal which would leave him unemployed, 
and uncertainty as to the duration of such unemployment ; that 
is to say, security in all cases against the fear of a reduction in 
his income, i.e. in his wage. 

In many countries provisions exist at present, designed to 
remedy these situations which are unfortunate for the worker : 
unemployment insurance, social security, dismissal notice and 
dismissal wage, etc. It was surprising that the Office had neglected 
these provisions in its Report, that it had not enumerated them 
so as to recommend their clarification, co-ordination and even 
extension if necessary, and that it had indeed confined itself to 
proposing that the undertakings should be responsible for the 
consequences of reductions in the volume of employment. It was 
neither just nor prudent to hold the undertakings responsible for 
unemployment. It was often caused by factors which were com¬ 
pletely beyond the employers' control, such as power cuts due to fuel 
shortages, labour disputes in neighbouring industries, etc. 

Security for the workers could be easily assured if the under¬ 
takings themselves enjoyed some security. The workers would 
gain no benefit from becoming the creditors of their bankrupt 
employers. Economic security, which was one of the objectives 
of the International Labour Organisation, should be extended to 
employers and countries, for if it was to be a reality it could not 
be limited to the workers alone. 

The Employers' members submitted a declaration to the Sub¬ 
committee which was intended to form the framework of a Memor¬ 
andum to the Governing Body and to show that they were in no 
way hostde to the conception of income security, in so far as a 
constructive and lasting solution could be found by the Metal 
Trades Committee, based on realistic considerations of industrial 
development, economic conditions, existing legislation, current 
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practices and the benefits of the various social insurance schemes. 
The Memorandum to the Governing Body proposed by the 
Employers’ members recognised that “ income security, if, when 
and wherever economically possible, is in the interest of sound 
labour relations To make this possible, the Memorandum 
recommended that a positive study of the question should be made 
and invited the Governing Body to draw the attention of the 
General Conference at San Francisco to the various aspects of income 
security. 

The United States Government member on a number of occasions 
expressed the view of the Government members as a whole on 
the substance of the question. 

The Belgian Government member, however, emphasised the 
importance of agreeing on the methods of calculating wages in the 
metal trades, and showed the necessity of simplifying these methods 
so that the worker would always be in a position to work out and 
check the amount of his wage. 

The United States Government member considered that account 
must be taken of the benefits received by the worker from the 
different social insurance schemes when the guaranteed wage was 
under discussion... There should therefore be a review of existing 
legislation in the fields of social insurance and minimum wages 
and hours, and of tax policies, in order to estimate the importance 
of the different elements as relating to the possibility of introducing 
guaranteed wage plans. 

Neither the Workers’ proposed Resolution nor the Employers’ 
declaration completely met these considerations, and the United 
States Government member suggested a proposed Resolution based 
on the ideas explained above. This proposed Resolution invited 
the Governing Body to inform the General Conference at San 
Francisco that the Metal Trades Committee considered, on the 
one hand, that the guaranteed wage was one of the instruments 
for eliminating industrial and employment fluctuations,' and that 
the Office should therefore continue its study of the question in 
the way described above ; and, on the other hand, that it attached 
some importance to the adoption of guaranteed wage plans on an 
experimental basis in a few enterprises. 

The Subcommitte found therefore that it had three draft texts 
before it ; one submitted by the Employers’ members, one sub¬ 
mitted by the Workers’ members, and one submitted by the United 
States Government member. The Chairman invited the Sub¬ 
committee to take from these texts the principles and ideas which 
were common to all members. A full and interesting discussion 
took place in the search for a common denominator on income 
security by the three groups. 

The Employers’ members emphasised that they could not at 
present undertake more than to recommend the Office to make a 
serious study of the question, so that, the Committee might have 
at its disposal realistic, up-to-date, accurate, and complete informa¬ 
tion for an examination of the question at its next session. The 
Employers asked what compensation they would receive for the 
new responsibility of minimum income guarantee which they were 
asked to undertake, and which would be a new and heavy burden 
for the undertakings. 

The United States Government member pointed out that there 
could be real and positive compensations for the guaranteed wage, 
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the application of which had certain effects of benefit to the 
employers ; for example, reduction in labour turnover, which meant 
reduction in the cost of engaging and dismissing workers, of adjusting 
them to new conditions, and of vocational training ; an increase in 
the individual output of workers who were thoroughly accustomed 
to the operations of the undertaking ; and better industrial relations. 

The Workers* members emphasised the point that the workers 
possessed practical and technical skill which constituted the power 
of the industry. The industry must realise this if it did not want 
this power to be dispersed and destroyed with every slackening 
in production. 

The common denominator was not found during the discussion, 
and the Swiss Government member proposed that a Conciliation 
Committee should be set up, to facilitate the work of a Drafting 
Committee. The proposal was adopted and the three texts were refer¬ 
red to this small committee. The Conciliation Committee could not 
reach complete agreement, but the United States Government 
member submitted a new proposed Resolution to the Subcommittee, 
which was approved in principle by all the Government and 
Workers* members. The Employers* members accepted certain parts, 
but in addition to several drafting changes which they wished to 
make in some points, they declared that they could not adopt the 
paragraph which stated without any proved basis that economies 
for the employers would result from the introduction of the 
guaranteed wage, or the paragraph which implied the recommend¬ 
ation that guaranteed wage systems should be established imme¬ 
diately, even with the safeguard that they should only be applied 
“ if, when and wherever economically possible ’*. In the course 
of the new discussion which arose the members attempted to reach 
agreement. The Employers* members proposed a new paragraph, 
requesting the Office to include in its enquiry on income security 
complete studies on the possible economies and increase in pro¬ 
duction anticipated in one of the paragraphs of the proposed 
Resolution, and also studies on the additional costs in which the 
introduction of income security systems would involve employers 
and consumers. . . 

The Subcommittee accepted a suggestion made by the Chairman 
that the small Conciliation Committee should be constituted as a 
Drafting Committee and should endeavour to reach an agreement. 
The Drafting Committee drew up a proposed Resolution which 
it submitted unanimously to the Subcommittee... It was agreed 
to meet the wish of the Employers* members, on the one hand, 
to add a paragraph concerning the studies to be made by the 
Office to estimate the extent of savings and increases in production 
or additional costs resulting from the application of guaranteed 
wage systems, and on the other hand, to delete the paragraph 
concerning “ the achievement by the employer of economies **, so 
as not to prejudice the studies to be made by the Office on the 
question, and to replace it by the two other paragraphs concerning 
security from intermittent employment and the wage guarantee 
as a factor in good industrial relations. The Employers* members 
accepted, however, after amendment, the paragraph concerning the 
possibility of adopting “ guaranteed wage plans, if, when and 
wherever economically possible **, and which invited the Conference 
at San Francisco to consider this possibility during its discussion 
on wages. 
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The Subcommittee congratulated the Drafting Committee on 
having reached an agreement, which it ratified unanimously with 
two amendments : (1) to the title, which became “ Proposed 

Resolution on Minimum Income Security ” instead of “... the 
Guaranteed Wage” ; (2) the deletion of the words “on the 
national level ” in the paragraph concerning systems of calculating 
wages, and the substitution of the words “ in the different countries 
concerned 1 

The Netherlands Employers' member asked that the paragraph 
concerning systems of calculating wages should be withdrawn and 
become a separate Resolution, as the problem seemed to him to 
have a much wider scope than merely in connection with the question 
of income security. The Subcommittee did not adopt this proposal. 

This report was examined by the Subcommittee and adopted 
by 25 votes to 2... 


Resolution concerning Minimum Income Security 2 

The Metal Trades Committee of the International Labour Orga¬ 
nisation, 

Having been convened by the Governing Body of the Interna¬ 
tional Labour Office, and having met at Stockholm for its second 
session from 3 to 12 September 1947, and 

Having examined the question of minimum income security in 
the light of the fundamental principles of the International Labour 
Organisation, as expressed in the Declaration of Philadelphia ; 

Believing that security for the worker, particularly from inter¬ 
mittent employment, is in the interests of good labour relations ; 

Believing that a wage guarantee is a factor in labour relations ; 

Believing that it is of the utmost importance to provide wherever 
and whenever possible, steady employment and income for the 
wage-earners in the industry ; and 

Believing that stabilisation of employment, security for the 
worker and greater economies and efficiency in production wherever 
possible are objectives of mutual concern to employer and worker — 
each having a genuine responsibility for attempting to stabilise opera¬ 
tions within a plant or industry so as to advance the general economic 
security of the country, 

adopts this twelfth day of September 1947, the following Resolution : 

1. The Governing Body of the International Labour Office is 
invited to inform the next session of the International Labour Confer¬ 
ence at San Francisco that the Metal Trades Committee holds— 

(a) that income security, if, when and wherever economically poss¬ 
ible, is in the interest of sound labour relations ; 

1 For the text of the Resolution, as amended and adopted by the Sub¬ 
committee, see below. 

2 This Resolution was adopted by the Committee by 60 votes to 9 with 
6 abstentions. Before the final vote was taken, an amendment, proposed 
by the French Employers* member, that the words “ or minimum income ** 
be inserted after the words “guaranteed wage ” in subparagraph (e) of 
paragraph 1 and in paragraph 3, was rejected by 28 votes to 38. 
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(b) that there should be continued studies of the problem of income 
security which would deal with the problem on a realistic basis 
that would safeguard the interests of the workers, employers 
and consumers in all countries represented on the Committee ; 

(c) that, to be constructive and lasting, any solution of this problem 
must be based on a realistic consideration of industrial develop¬ 
ment, economic conditions, existing legislation, current practices 
and the benefits of unemployment and other social insurance 
schemes ; 

(d) that in connection with the study of income security there 
should be a review of existing legislation in such pertinent fields 
as social insurance and in minimum wages and hours, in order 
that the inter-relationship may be evaluated to the end of co¬ 
ordinating their effects ; and 

(e) that it would be desirable for the Conference to consider the 
possibility of adopting guaranteed wage plans, if, when and 
wherever economically possible, preferably through the pro¬ 
cesses of free collective bargaining, which will meet the varying 
conditions of different countries and of different segments of 
the metal trades. Any guaranteed wage plan is self-defeating, 
however, if it involves an employer in additional costs to the 
point where his ability to adjust becomes unduly limited. 

2. A limited number of systems of calculating time rates or piece 
rates which are simple enough to be understood by all workers 
to whom they apply should be worked out and adopted by the organis¬ 
ations of employers and workers in the different countries concerned. 

3. The Governing Body of the International Labour Office is 
invited to request the Office to continue its study of the guaranteed 
wage problem in the metal trades, bearing in mind the principles set 
forth in this Resolution as to the basis on which such studies should 
be made ; this study should include a thorough examination of antici¬ 
pated savings and increases in production resulting from the possible 
adoption of guaranteed income plans as well as additional costs to 
be borne by the employers and by the consumers. 
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CONVENTION (No. 26) CONCERNING THE CREATION 
OF MINIMUM WAGE-FIXING MACHINERY 1 

The General Conference of the International Labour Organisation, 

Having been convened at Geneva by the Governing Body of the 
International Labour Office, and having met in its Eleventh 
Session on 30 May 1928, and 

Having decided upon the adoption of certain proposals with regard 
to minimum wage-fixing machinery, which is the first item on 
the agenda of the Session, and 

Having determined that these proposals shall take the form of an 
international Convention, 

adopts this sixteenth day of June of the year one thousand nine 
hundred and twenty-eight the following Convention, which may be 
cited as the Minimum Wage-Fixing Machinery Convention, 1928, for 
ratification by the Members of the International Labour Organisation 
in accordance with the provisions of the Constitution of the Interna¬ 
tional Labour Organisation : 


Article 1 

1. Each Member of the International Labour Organisation which 
ratifies this Convention undertakes to create or maintain machinery 
whereby minimum rates of wages can be fixed for workers employed 
in certain of the trades or parts of trades (and in particular in home 
working trades) in which no arrangements exist for the effective 
regulation of wages by collective agreement or otherwise and wages 
are exceptionally low. 

2. For the purpose of this Convention the term “ trades ” includes 
manufacture and commerce. 


Article 2 

Each Member which ratifies this Convention shall be free to 
decide, after consultation with the organisations, if any, of workers 
and employers in the trade or part of trade concerned, in which trades 
or parts of trades, and in particular in which home working trades 
or parts of such trades, the minimum wage-fixing machinery referred 
to in Article 1 shall be applied. 

1 This Convention was adopted by the International Labour Conference 
at its 11th Session, in 1928, and came into force on 14 June 1930. The text here 
reproduced is the text as amended by the Final Articles Revision Conven¬ 
tion, 1946. By 1 April 1948, the Convention had been ratified by the following 
twenty-four States : Australia, Belgium, Bulgaria, Canada, Chile, China, 
Colombia, Cuba, France, Germany, Hungary, Ireland, Italy, Mexico, Nether¬ 
lands, New Zealand, Nicaragua, Norway, Spain, Switzerland, Union of South 
Africa, United Kingdom, Uruguay and Venezuela. 
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Article 8 

1. Each Member which ratifies this Convention shall be free to 
decide the nature and form of the minimum wage-fixing machinery, 
and the methods to be followed in its operation : 

2. Provided that— 

(1) before the machinery is applied in a trade or part of trade, 
representatives of the employers and workers concerned, includ¬ 
ing representatives of their respective organisations, if any, 
shall be consulted as well as any other persons, being specially 
qualified for the purpose by their trade or functions, whom the 
competent authority deems it expedient to consult ; 

(2) the employers and workers concerned shall be associated in the 
operation of the machinery, in such manner and to such extent, 
but in any case in equal numbers and on equal terms, as may 
be determined by national laws or regulations ; 

(3) minimum rates of wages which have been fixed shall be binding 
on the employers and workers concerned so as not to be 
subject to abatement by them by individual agreement, nor, 
except with general or particular authorisation of the compe¬ 
tent authority, by collective agreement. 


Article 4 

1. Each Member which ratifies this Convention shall take the 
necessary measures, by way of a system of supervision and sanc¬ 
tions, to ensure that the employers and workers concerned are 
informed of the minimum rates of wages in force and that wages 
are not paid at less than these rates in cases where they are applic¬ 
able. 

2. A worker to whom the minimum rates are applicable and 
who has been paid wages at less than these rates shall be entitled 
to recover, by judicial or other legalised proceedings, the amount by 
which he has been underpaid, subject to such limitation of time as 
may be determined by national laws or regulations. 


Article 5 

Each Member which ratifies this Convention shall communicate 
annually to the International Labour Office a general statement 
giving a list of the trades or parts of trades in which the minimum 
wage-fixing machinery has been applied, indicating the methods 
as well as the results of the application of the machinery and, in 
summary form, the approximate numbers of workers covered, the 
minimum rates of wages fixed, and the more important of the 
other conditions, if any, established relevant to the minimum rates. 


Article 6 , 

The formal ratifications of this Convention under the conditions 
set forth in the Constitution of the International Labour Organisation 
shall be communicated to the Director-General of the International 
Labour Office for registration. 
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Article 7 

1. This Convention shall be binding only upon those Members 
whose ratifications have been registered with the International 
Labour Office. 

2. It shall come into force twelve months after the date on 
which the ratifications of two Members of the International Labour 
Organisation have been registered with the Director-General. 

3. Thereafter, this Convention shall come into force for any 
Member twelve months after the date on which its ratification has 
been registered. 


Article 8 

As soon as the ratifications of two Members of the International 
Labour Organisation have been registered with the International 
Labour Office, the Director-General of the International Labour 
Office shall so notify all the Members of the International Labour 
Organisation. He shall likewise notify them of the registration of 
ratifications which may be communicated subsequently by other 
Members of the Organisation. 


Article 9 

1. A Member which has ratified this Convention may denounce 
it after the expiration of ten years from the date on which the 
Convention first comes into force, by an act communicated to the 
Director-General of the International Labour Office for registration. 
Such denunciation shall not take effect until one year after the date 
on which it is registered with the International Labour Office. 

2. Each Member which has ratified this Convention and which 
does not, within the year following the expiration of the period of 
ten years mentioned in the preceding paragraph, exercise the right 
of denunciation provided for in this Article, will be bound for another 
period of five years and, thereafter, may denounce this Convention 
at the expiration of each period of five years under the terms provid¬ 
ed for in this Article. 


Article 10 

At least once in ten years, the Governing Body of the Inter¬ 
national Labour Office shall present to the General Conference a 
report on the working of this Convention and shall consider the 
desirability of placing on the agenda of the Conference the question 
of its revision or modification. 

Article 11 

The French and English texts of this Convention shall both be 
authentic. 
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RECOMMENDATION (No. 30) CONCERNING THE 
APPLICATION OF MINIMUM WAGE-FIXING MACHINERY 1 

The General Conference of the International Labour Organisation, 

Having been convened at Geneva by the Governing Body of the 
International Labour Office, and having met in its Eleventh 
Session on 30 May 1928, and 

Having decided upon the adoption of certain proposals with 
regard to minimum wage-fixing machinery, which is the first 
item on the agenda of the Session, and 

Having determined that these proposals should take the form of 
a Recommendation, 

adopts this sixteenth day of June of the year one thousand nine 
hundred and twenty-eight the following Recommendation, which 
may be cited as the Minimum Wage-Fixing Machinery Recommend¬ 
ation, 1928, to be submitted to the Members of the International 
Labour Organisation for consideration with a view to effect being 
given to it by national legislation or otherwise, in accordance with 
the provisions of the Constitution of the International Labour 
Organisation : 


A 

The General Conference of the International Labour Organisation, 

Having adopted a Convention concerning the creation of minimum 
wage-fixing machinery, and 

Desiring to supplement this Convention by putting on record 
for the guidance of the Members certain general principles 
which, as present practice and experience show, produce the 
most satisfactory results, 

recommends that each Member should take the following principles 
and rules into consideration : 


I 

(1) In order to ensure that each Member ratifying the Con¬ 
vention is in possession of the information necessary for a decision 
upon the application of minimum wage-fixing machinery, the wages 
actually paid and the arrangements, if any, for the regulation of 

1 This Recommendation was adopted by the International Labour 
Conference at its 11th Session, in 1928. The text here reproduced is the text 
as modified in accordance with the second report of the Committee on consti¬ 
tutional questions of the 29th Session of the International Labour Confer¬ 
ence, adopted by the Conference on 8 October 1946. 
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wages should be ascertained in respect of any trade or part of trade 
to which employers or workers therein request the application of the 
machinery and furnish information which shows prima facie that 
no arrangements exist for the effective regulation of wages and 
that wages are exceptionally low. 

(2) Without prejudice to the discretion left to the Members by 
the Convention to decide in which trades or parts of trades in their 
respective countries it is expedient to apply minimum wage-fixing 
machinery, special regard might usefully be had to trades or parts 
of trades in which women are ordinarily employed. 


II 

(1) The minimum wage-fixing machinery, whatever form it 
may take (for instance, trade boards for individual trades, general 
boards for groups of trades, compulsory arbitration tribunals) should 
operate by way of investigation into the relevant conditions in the 
trade or part of trade concerned and consultation with the interests 
primarily and principally affected, that is to say, the employers and 
workers in the trade or part of trade, whose views on all matters 
relating to the fixing of the minimum rates of wages should in any 
case be solicited and be given full and equal consideration. 

(2) fa) To secure greater authority for the rates that may be 
fixed, it should be the general policy that the employers and workers 
concerned, through representatives equal in number or having equal 
voting strength, should jointly take a direct part in the deliberations 
and decisions of the wage-fixing body ; in any case, where represen¬ 
tation is accorded to one side, the other side should be represented 
on the same footing. The wage-fixing body should also include 
one or more independent persons whose votes can ensure effective 
decisions being reached in the event of the votes of the employers' 
and workers' representatives being equally divided. Such indepen¬ 
dent persons should, as far as possible, be selected in agreement 
with or after consultation with the employers' and workers' repre¬ 
sentatives on the wage-fixing body. 

(b) In order to ensure that the employers' and workers' repre¬ 
sentatives shall be persons having the confidence of those whose 
interests they respectively represent, the employers and workers 
concerned should be given a voice as far as is practicable in the 
circumstances in the selection of their representatives, and if any 
organisations of the employers and workers exist these should 
in any case be invited to submit names of persons recommended by 
them for appointment on the wage-fixing body. 

(c) The independent person or persons mentioned in paragraph 
(a) should be selected from among men or women recognised as 
possessing the necessary qualifications for their duties and as being 
dissociated from any interest in the trade or part of trade concerned 
which might be calculated to put their impartiality in question. 

(d) Wherever a considerable proportion of women are employed, 
provision should be made as far as possible for the inclusion of 
women among the workers' representatives and of one or more 
women among the independent persons mentioned in paragraph (a). 
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in 

For the purpose of determining the minimum rates of wages to 
be fixed, the wage-fixing body should in any case take account of 
the necessity of enabling the workers concerned to maintain a suit¬ 
able standard of living. For this purpose regard should primarily 
be had to the rates of wages being paid for similar work in trades 
where the workers are adequately organised and have concluded 
effective collective agreements, or, if no such standard of reference 
is available in the circumstances, to the general level of wages 
prevailing in the country or in the particular locality. 

Provision should be made for the review of the minimum rates 
of wages fixed by the wage-fixing bodies when this is desired by the 
workers or employers who are members of such bodies. 

IV 

For effectively protecting the wages of the workers concerned 
and safeguarding the employers affected against the possibility of 
unfair competition, the measures to be taken to ensure that wages 
are not paid at less than the minimum rates which have been fixed 
should include : 

(a) arrangements for informing the employers and workers of 
the rates in force ; 

(b) official supervision of the rates actually being paid ; and 

(c) penalties for infringements of the rates in force and 
measures for preventing such infringements. 

(1) In order that the workers, who are less likely than the 
employers to have their own means of acquainting themselves with 
the wage-fixing body’s decisions, may be kept informed of the 
minimum rates at which they are to be paid, employers might be 
required to display full statements of the rates in force in readily 
accessible positions on the premises where the workers are employed, 
or in the case of home workers on the premises where the work is 
given out or returned on completion or wages paid. 

(2) A sufficient staff of inspectors should be employed, with 
powers analogous to those proposed for factory inspectors in the 
Recommendation concerning the general principles for the organisa¬ 
tion of systems of inspection adopted by the General Conference 
in 1923, to make investigations among the employers and workers 
concerned with a view to ascertaining whether the minimum rates 
in force are in fact being paid and taking such steps as may be 
authorised to deal with infringements of the rates. 

As a means of enabling the inspectors adequately to carry out 
these duties, employers might be required to keep complete and 
authentic records of the wages paid, by them, or in the case of home 
workers to keep a list of the workers with their addresses and 
provide them with wage books or other similar record containing 
such particulars as are necessary to ascertain if the wages actually 
paid correspond to the rates in force. 

(3) In cases where the workers are not in general in a position 
individually to enforce, by judicial or other legalised proceedings, 
their rights to recover wages due at the minimum rates in force, such 
other measures should be provided as may be considered effective for 
preventing infringements of the rates. 
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B 

The General Conference of the International Labour Organisation 
thinks it right to call the attention of Governments to the principle 
affirmed in the annex to the Constitution of the International Labour 
Organisation that men and women should receive equal remuneration 
for work of equal value. 
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WAGES, HOURS OF WORK AND MANNING (SEA) 
CONVENTION, 1946 : PART H. WAGES 

Article 5 

1. The basic pay or wages for a calendar month of service 
of an able seaman employed in a vessel to which this Convention 
applies shall not be less than sixteen pounds in currency of the 
United Kingdom of Great Britain and Northern Ireland or sixty-four 
dollars in currency of the United States of America or the equivalent 
thereof in other currency. 

2. In the event of a change in the par value of the pound or 
the dollar being notified to the International Monetary Fund— 

(a) the minimum basic wage prescribed in paragraph 1 of this 
Article in terms of the currency in respect of which such 
notification has been made shall be adjusted so as to maintain 
equivalence with the other currency ; 

(b) the adjustment shall be notified by the Director-General of the 
International Labour Office to the Members of the International 
Labour Organisation ; and 

(c) the minimum basic wage so adjusted shall be binding upon 
Members which have ratified the Convention in the same 
manner as the wage prescribed in paragraph 1 of this Article, 
and shall take effect for each such Member not later than 
the beginning of the second calendar month following that 
in which the Director-General communicates the change to 
Members. 


Article 6 

1. In the case of ships in which are employed such groups of 
ratings as necessitate the employment of larger groups of ratings 
than would otherwise be employed the minimum basic pay or wages 
of an able seaman shall be an amount fixed as the adjusted equi¬ 
valent of the minimum basic pay or wages stipulated in the preceding 
Article. 

2. The adjusted equivalent shall be fixed in accordance with 
the principle of equal pay for equal work and due allowance shall 
be made for— 

fa) the extra number of ratings of such groups who are employed ; 
and 

(b) any increase or decrease in cost to the shipowner consequent 
on the employment of such groups of ratings. 

3. The adjusted equivalent shall be determined by collective 
agreement between the organisations of shipowners and seafarers 
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concerned or, failing such agreement and subject to both countries 
concerned having ratified the Convention, by the competent authority 
of the territory of the group of seafarers concerned. 

Article 7 

If meals are not provided free of charge, the minimum basic 
pay or wages shall be increased by an amount to be determined by 
collective agreement between the organisations of shipowners and 
seafarers concerned or, failing such agreement, by the competent 
authority. 


Article 8 

1. The rate to be used for determining the equivalent in other 
currency of the minimum basic pay or wages prescribed in Article 5 
shall be the ratio between the par value of that currency and the 
par value of the pound of the United Kingdom of Great Britain 
and Northern Ireland or of the dollar of the United States of 
America. 

2. In the case of the currency of a Member of the International 
Labour Organisation which is a Member of the International Monetary 
Fund the par value shall be that currently in effect under the 
Articles of Agreement of the International Monetary Fund. 

3. In the case of the currency of a Member of the International 
Labour Organisation which is not a Member of the International 
Monetary Fund, the par value shall be the official rate of exchange, 
in terms of gold or of the dollar of the United States of America 
of the weight and fineness in effect on 1 July 1944, currently in 
effect for payments and transfers for current international transac¬ 
tions. 

4. In the case of any currency which cannot be dealt with 
under the provisions of either of the two preceding paragraphs— 

(a) the rate to be adopted for the purpose of this Article shall 
be determined by the Member of the International Labour 
Organisation concerned ; 

(b) the Member concerned shall notify its decision to the Director- 
General of the International Labour Office, who shall forthwith 
inform the other Members which have ratified this Convention ; 

(c) within a period of six months from the date on which the 
information is communicated by the Director-General, any other 
Member which has ratified the Convention may inform the 
Director-General of the International Labour Office that it 
objects to the decision, and the Director-General shall thereupon 
inform the Member concerned and the other Members which 
have ratified the Convention and shall report the matter to 
the Committee provided for in Article 21 ; 

(d) the foregoing provisions shall apply in the event of any 
change in the decision of the Member concerned. 

5. A change in basic pay or wages as a result of a change 
in the rate for determining the equivalent in other currency shall 
take effect not later than the beginning of the second calendar 
month following that in which the change in the relative par 
values of the currencies concerned becomes effective. 
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Article 9 

Each Member shall take the necessary measures— 

(a) to ensure, by way of a system of supervision and sanctions, 
that remuneration is paid at not less than the rate required 
by this Convention ; and 

(b) to ensure that any person who has been paid at a rate less 
than that required by this Convention is enabled to recover, 
by an inexpensive and expeditious judicial or other procedure, 
the amount by which he has been underpaid. 
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THE PRINCIPLE OF EQUAL PAY FOR EQUAL WORK 
FOR MEN AND WOMEN WORKERS : 

DECLARATION OF PRINCIPLES ON THE EARNINGS 
OF FEMALE LABOUR 

Memorandum Submitted to the Economic and Social Council 
by the World Federation of Trade Unions and Transmitted 
by the Council to the International Labour Organisation 1 

In view of the increasing volume of female labour and the 
ever-larger part it plays in production, the World Federation of 
Trade Unions consulted its national headquarters as to the situation 
of women workers in the different countries. From the replies, 
which provide numerous facts and interesting suggestions, it is 
possible to draw up an outline of trade union policy on this subject. 
The World Federation of Trade Unions draws the attention of the 
United Nations Economic and Social Council to this policy, as set 
forth in the report submitted to the members of the Council and 
in the present document. 

L As a result of the growth of large-scale industry and 
mechanisation, of improvements in plant or equipment, the emanci¬ 
pation of women, of the two world wars, and of advancing 
industrialisation in the more backward countries, the number of 
women wage-earpers has grown considerably during the twentieth 
century. An ever-increasing number of married women are obliged 
to enter the world of production. Without wishing in any way 
to pronounce an authoritative judgment upon the development above 
described, we feel bound to state that it seems impossible to 
reverse them, and therefore the woman worker, in her own interests 
and those of the working population as a whole, should be ensured, 
for the same amount of work of equal quality, a wage equal to that 
of the male wage-earner. 

II. It is a fact that in most countries women are paid lower 
wage rates than men. For piece work the difference is even 
greater, because in many cases the piece work rate is fixed by 
adding a certain percentage to the hourly rate, with the effect that 
in the very case where equal remuneration is most unquestionably 
right it most frequently does not prevail. The difference in remu¬ 
neration is also more marked when one compares the wages of 
qualified or specialised workers of the two sexes. 

1 This memorandum was circulated to the Members of the Economic 
and Social Council on 28 January 1948 as document E/627/Add. 1, and was 
transmitted to the Director-General of the International Labour Office by 
the Secretary-General of the United Nations on 21 April 1948 in accordance 
with the provisions of the resolution on the principle of equal pay for equal 
work for men and women workers adopted by the Council on 10 March 1948. 
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III. Occupational selection and guidance. Nevertheless, it 
becomes increasingly evident, and is proved by industrial psychology 
tests, that in very many occupations women, thanks to their natural 
skill, dexterity, etc., can do excellent work in no way inferior to 
that of men. It should be added that a kind of preselection has 
been practised in most States in the form of legislation which for 
some time past prohibited women from doing certain types of work 
at certain times and in certain conditions. The need now is to 
consolidate and rationalise scientifically all the progress which has 
been made so far. In the employment of female labour the 
capacities and physical constitution of women should therefore be 
taken into account in any relevant legislation or regulations. A 
rational system of occupational selection and guidance would enable 
women to make the fullest use of their natural qualities (dexterity, 
skill) in occupations which suit them and in which they can do the 
best work. 

IV. Apprenticeship, occupational training . All legislation, regu¬ 
lations or practice applying to instruction, occupational training, 
apprenticeship and wages during training, should apply to female 
labour equally with male labour. 

V. Rational assessment of the value of work . Within the general 
wage scale the rates for female labour should be reclassified accord¬ 
ing to the quantitative and qualitative value of the work done, in 
order to eliminate the present difference between wage rates for 
women workers and the market value of their work. A general 
reclassification of occupations, taking into account the skill and 
qualifications generally required for each type of work, would 
enable women’s work to be valued at its true worth ; the rates for 
trades which are essentially women’s should be re-assessed on the 
basis of a rational comparison with similar men’s trades. A com¬ 
prehensive system of professional grading, with definite steps 
based on co-efficients of occupational merit should be introduced. 
The rates of remuneration for all labour, whether time work or 
piece work, should be fixed on a strictly identical basis for 
workers of both sexes. 

VI. Maternity insurance. Maternity being one of the functions 
of women, equal remuneration for the two sexes implies mitigating 
the material disadvantages of maternity by means of a system of 
pregnancy and maternity insurance. 

VII. Reduction of domestic tasks. Women who have to work 
should be enabled to bring up a family and at the same time do 
an efficient job, through being largely freed from domestic cares 
by the existence, at factories, or elsewhere, of collective institutions 
such as cr&ches, day nurseries, canteens, laundries, domestic help 
systems and a wider use of domestic labour-saving devices. Trade 
unions, staff representatives or works councils should be responsible 
for the installation and operation of these services, the establishment 
of which would be encouraged by the public authorities, in particular 
by means of money grants. 

Vm. Inspection. To ensure comprehensive application of the 
formula of equal pay for equal work and to prevent female labour 
from being employed as a competitive element prejudicial to male 
labour, women labour inspectors, with the co-operation of the trade 
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unions, staff representatives or members of works councils should 
keep a watch on the standards adopted for computing women’s 
pay rates and on the net wages paid to women. Control should 
also be exercised over the regulations governing the engagement 
and dismissal of women workers, with a view to protecting the 
interests and security of employment of women, who are often 
unable to get their rights respected. Women labour inspectors 
should be democratically recruited ; women members of trade 
unions should be given access to these positions and the trade 
unions would be called upon to help form a body of officials for 
this purpose. 

IX. Importance of trade union organisation . For the woman 
worker, the principal means of obtaining effective equality with 
male labour is to be guaranteed fully operative trade union rights. 
In this connection the World Federation of Trade Unions recalls 
the proposal on trade union rights which it placed before the 
Economic and Social Council, and emphasises that the full exercise 
of trade union rights could greatly contribute towards the achieve¬ 
ment of one of the purposes of the United Nations, namely, equality 
for all without distinction as to sex. In the non-self-governing or 
trusteeship territories this could be done by means of facilities 
granted by the Governments or international institutions concerned 
to the metropolitan trade unions to give the fullest assistance to the 
local trade unions in securing an increasingly larger number of 
women members. 

X. On the basis of Articles 55, 73 and 76 of the United Nations 
Charter, the World Federation of Trade Unions requests the 
Economic and Social Council, after discussion of the above principles, 
to invite the Trusteeship Council, the International Labour Orga¬ 
nisation and the Commission on the Status of Women, each in its 
own field, to submit concrete proposals for ensuring equal pay for 
women and men for the same amount of work of equal quality. 
In drawing up these proposals the above institutions should take 
into account the points of view expressed before the Council and 
the foregoing declaration of principles presented by the World 
Federation of Trade Unions. 


The Question of the Payment of Women Workers 

In view of the increasing volume of female labour the World 
Federation of Trade Unions in August 1946 asked the central head¬ 
quarters of the national trade unions to report on the status of 
women workers in the various countries. 

Many detailed and interesting replies were received. The inform¬ 
ation obtained, together with certain more recent documents, makes 
it possible to establish a number of interesting facts ; we shall try 
to make clear the trend thus disclosed. 

Certain practical and concrete problems (length and type of 
work, maternity, right to employment) are raised by the conditions 
under which women work ; these problems are bound up with the 
question of wages and we shall examine them first. 

We shall then deal with the basic problem : the earnings of 
women workers. 

We shall conclude by considering the urgent measures which 
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need to be taken in order to improve the conditions of women 
workers. 

It must be clearly understood at the outset that this report 
is merely a general statement, made with the object of defining 
the problem and offering the elements of a solution. 


Part I: The Pacts 

l. Historical Summary. 

It was the birth of large-scale industry at the beginning of the 
nineteenth century which provided the motive force for the mass 
entry of women into this new “ form of production ”, Underpaid 
female labour competed with the male labour and tended to lower 
rates of wages. This led to the emergence of women's trade unions, 
but it was only gradually that women came to understand the 
value of trade unionism. For a long time there were but few 
women trade unionists, and sometimes trade unions with only 
women members opposed the men's unions. Thus, the first improve¬ 
ments in the conditions of women workers were not due to trade 
union efforts. 

II. Twentieth Century Developments . 

In the first half of the twentieth century the status of women 
workers underwent great changes. These were due to a series of 
causes which we shall set out in chronological order, where possible. 
These causes operated in all the civilised countries, but naturally 
in different degrees according to the political and social evolution 
of the country concerned : 

fa) improvements in women’s education and the consequent 
opening up for them of other careers than those of factory workers ; 

(b) deteriorating conditions of life obliged women and girls 
of the lower middle-classes to enter employment (these new workers 
were attracted more to commerce or office work than to the 
factories) ; 

(c) technical improvements made factory work less and less 
laborious. Many women gave up domestic work to enter factories ; 

(d) during the war of 1914-1918 large numbers of women had 
to do work hitherto performed by men, with a consequent diminution 
of the prejudice against women’s work ; 

(e) between the two wars advances were made both in labour 
legislation and in the recruitment of women into trade unions ; 

(f) the war of 1939 led to a great increase in the numbers 
of women workers, thereby giving greater weight to their claims. 

It is difficult to say at the moment how this situation will 
crystallise, but it is certain that it will be impossible to deprive 
women of many of the benefits which they have gained. 

m. Some Figures. 

(A) General. The number of women in employment in pro¬ 
portion to the total feminine population varies, for most countries 
— leaving agriculture out of consideration — between 11 per cent. 
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in Hungary and 26 per cent, in Switzerland and Great Britain. 
Naturally, the proportion of working women is considerably higher 
in the agricultural countries if we include the number of women 
employed in agriculture and domestic work : e.g., 45 per cent, in 
Finland. 

The proportion of women workers to the total labour-force is 
more constant. In 1930 it varied between 24 per cent. (Netherlands) 
and 36 per cent. (Switzerland). In the majority of countries it 
represented about one third of the total labour force (these reports 
exclude agriculture). In Russia women, including women agricul¬ 
tural workers, constituted 43.4 per cent, of the total labour force 
in 1939. 

It is interesting to note that, while the absolute figures of 
women in employment are rising, the fraction of the total labour 
force which they represent has increased only very slowly in the 
course of the first forty years of the twentieth century (U.S.A. : 
1900, 18.3 per cent. ; 1940, 24.3 per cent. ; but in March 1944, 
32.9 per cent. ; and in 1946, only 29 per cent.). These figures show 
the extent to which the war interfered with the general trend. 
Netherlands : 1909, 23.9 per cent. ; 1920, 23.2 per cent. ; 1930, 24.1 per 
cent. In Switzerland, on the other hand, women, taking into account 
only women employed in factories, represent an ever smaller fraction 
of the total labour force : 1901, 38.1 per cent. ; 1923, 38.2 per cent. ; 
1929, 35.9 per cent ; 1937, 35.3 per cent. (This decline may be due 
to the fact that women have migrated to other branches of work.) 

Women are also employed in large numbers in non-self-governing 
or backward countries : in India the number of women employed in 
agriculture and industry was 49 millions, and in 1931 they constituted 
29 per cent, of the total number of workers in industry. In China, 
in 1930, women represented 46.6 per cent, of the total labour force. 

(B) Women in the various branches of employement . An 
examination of the distribution of women amongst the various 
branches of industry leads to the following general conclusions : 

(a) In many countries women represent at least 90 per cent, 
of the total number of domestic workers ; they are particularly 
numerous in the backward countries. In India, there are 8,800,000 
women domestic workers, that is, double the number of women in 
industry. 

(b) It is the textile industry which, from the very outset, 
has made the greatest use of female labour. In 1943-1944 the 
percentages of women workers in this industry were as follows : 
Canada, 60 per cent. ; Finland, 88 per cent. ; Czechoslovakia, 63 per 
cent. ; France, 57 per cent. In Switzerland the number of women 
in the textile industry has decreased over the last twenty years 
as a result of the slump in the industry and of its mechanisation. 
In the Union of Soviet Socialist Republics a similar trend may be 
observed : in 1929, 64.5 per cent, of employed women worked in the 
textile industry ; in 1939, the industry employed only 22.9 per cent, 
of all the employed women. The same development took place in 
Canada : in 1940, 42.3 per cent, of women in the textile industry ; 
in 1944, only 25.2 per cent. In Hong-Kong, women represented 
70 per cent, of the total labour force of the textile industry in 1943. 

(c) There is also a high proportion of women employed in 
commerce : Canada, 49 per cent, of the total number of workers in 
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this field ; Finland, 56.7 per cent.; Hungary, 58 per cent.; Ireland, 
33 per cent ; Norway, 43.8 per cent. ; Union of Soviet Socialist 
Republics, 34 per cent. 

(A) In agricultural countries women are also employed in large 
numbers in agriculture. For example, in Canada, the total of 
1,800,000 women workers included 800,000 women employed on farms. 
In 1930, the number of women employed in agriculture in Hungary 
represented 33 per cent, of the total labour force in this field ; in 
France, 41 per cent. ; in Norway, 12 per cent. ; in the Netherlands, 
16.8 per cent. ; in the Union of Soviet Socialist Republics, 25.7 per 
cent. ; in Czechoslovakia, 40 per cent. In India, in 1931, there were 
29,000,000 women employed in the exploitation of animal and 
vegetable resources. 

(e) The numbers of women employed as shop assistants are also 
very high : in Austria, 52 per cent, of the total number of sueh 
workers ; in Hungary, 58 per cent. ; in Ireland, 52 per cent.; in 
Czechoslovakia, 40 per cent. 

(f) Information supplied by certain countries also shows that 
women are very numerous in social and health work and in education, 
particularly education in kindergarten and primary schools. 

(g) In many countries of Asia women are employed for heavy 
work such as the transportation of heavy loads. In India, in 1944, 
women represented 34 per cent, of the total labour force employed 
in the mines. 

In the countries which developed their war industries very 
intensively, such as Great Britain and the United States of America, 
it is interesting to note that women workers have entered branches 
of employment where they had never previously been active. For 
example, in the United States of America, in certain branches of the 
aviation industry, the percentage of women workers rose from 
1 per cent. (April 1941) to 39 per cent. (June 1943) ; in shipbuilding, 
from 0.4 per cent. (June 1942) to 8 per cent. (June 1943) ; in the 
oil industry, from less than 2 per cent. (1939) to 10 per cent. 
(August 1943). These percentages will probably not be maintained 
in peacetime, but it is certain that women have now gained a 
foothold in industries once closed to them and that it will be 
impossible to dislodge them. This is the more important in that 
these industries generally have very well organised trade unions 
which will assist women to defend their rights. 

In the Union of Soviet Socialist Republics the adoption of the 
Five-Year Plans led to a rise in the percentage of women workers, 
particularly in the metallurgical industry : 8.9 per cent, before the 
first Plan, 32.4 per cent, in November 1939. 

(C) Distribution of married and unmarried women within the 
general female labour force. This is an interesting question; 
married women generally represent a more stable labour force than 
spinsters, but on the other hand the employment of married women 
gives rise to problems of holidays, insurance, maternity grants, etc. 
Unfortunately, we have useful information only for certain countries. 
In 1944, United States of America : spinsters, 42.6 per cent. ; 
married women, 44.4 per cent. ; widows or divorcees, 13 per cent. 
France (excluding agriculture) : married women, 40 per cent. This 
figure is five times higher than the figure for the Netherlands, and 
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more than twice as high as the percentages for Great Britain, 
Italy and Switzerland, respectively. 

It must be mentioned here that, contrary to the views of those 
who object to married women working, the practice of a trade by the 
mother of a family does not in general result in a badly kept home. 
A very interesting study was made of this subject in Holland. 
This showed that homes are generally better kept where the wife 
works. The investigation showed that the reasons why married 
women went to work were the following (in decreasing order) : 
uncertain or insufficient wages of the husband, husband’s unemploy¬ 
ment, arrears in payment for furniture bought on the instalment 
system, purchase of clothes, sickness of the husband or a child, 
payment of debts, social advancement, desire for independence, desire 
to save. In certain countries, however, working mothers consider 
that it is becoming difficult to reconcile both functions. Food 
difficulties make conditions particularly hard at the moment, yet 
it is essential for the wife to work. The restriction of women to the 
home, advocated in some quarters, is contrary equally to technical 
progress, economic and production requirements and the advance 
of women towards emancipation. 

The solution must therefore be sought in the development of 
collective agencies for assisting housewives. In the present social 
system, in which efforts are made to keep workers of both sexes at 
loggerheads, the progress achieved in facilitating the lives of working 
women has been quite inadequate. It is the duty of the trade 
unions to draw up precise programmes in this field, to apply them 
in practice, and to exert pressure on public authorities to have their 
programmes' put into effect. We shall return to this question in 
more detail elsewhere. 

In France, it has been noted that in Paris 50 to 60 per cent, of 
working married women have no children and 30 to 40 per cent, have 
one child. This does not, however, seem sufficient to prove that 
the employment of married women entails a fall in the birth rate. 
In Czechoslovakia, Poland and Russia, the percentage of working 
women is as great as in France ; yet the birth rate is high. 

Part II: The Problem 

It is a definite fact, therefore, that female labour is an economic 
necessity. The point is not whether this is a benefit or a disadvan¬ 
tage ; it is an established fact. Our aim rather is to ensure that 
this labour is carried on under the best possible conditions. 

There is another definite fact; female labour is not as well 
paid as male. We shall try to discover the reasons for this and 
ascertain whether they are really valid or not. 

Before considering the question as a whole, however, we shall 
examine a special problem involved in the employment of female 
labour, namely maternity protection. Though responsible only to 
a very small degree for the difference in the rates of pay for men 
and women, nevertheless, in certain cases, it constitutes a rather 
important element in women’s pay, a fact which justifies its consi¬ 
deration here. 


I. Maternity Protection 

Because of the fact that a woman may become a mother and 
hence responsible for the well-being of another person, all countries, 
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even those still backward, have recognised that women workers need 
special protection. The measures taken to provide this protection 
vary greatly from one country to another. 

Maternity protection has been the subject of a number of 
Conventions and Recommendations adopted by the International 
Labour Conference. 

It should be noted that in a number of countries, particularly 
England, Hungary and Switzerland, and in certain States in the 
United States of America, women are entitled to leave of absence 
before and after childbirth and have the right to come back to their 
job (this latter guarantee is lacking in some States of the United 
States of America). The new social security scheme in England 
provides maternity allowances and grants. In Norway, and in 
Finland also, women are entitled to leave without pay for six 
weeks before and six weeks after confinement and may receive 
State aid. In Denmark there is an allowance paid by the State. 
The Netherlands, Yugoslavia and Czechoslovakia have more advanced 
legislation ; at the time of confinement a woman is entitled to leave 
with pay for, in most cases, sixteen weeks. She also receives a grant 
for confinement expenses, layette, etc. These are paid either by the 
State or by the employers. 

In some backward countries (India, Malaya, Burma) women work¬ 
ers are entitled to allowances in kind during their absence from work 
before and after confinement. The amount of such allowances, the 
length of leave, the qualifications and period of service entitling 
a woman to these benefits, vary from one country to another, but in 
almost every case it is the employer who must pay the allowance, a 
circumstance which gives rise to serious difficulties. 

Women workers are often unable to prove that they have com¬ 
pleted the requisite period entitling them to the benefits because 
their employer has failed to keep time-sheets. Women workers may 
be dismissed as soon as the first signs of pregnancy appear. Often 
women workers are engaged not by official employers, but by sub¬ 
contractors who are not bound by the laws to the same extent as the 
employers themselves. In such cases women do not enjoy any 
protection. This is often the case in mines and quarries. 

Moreover, whenever maternity protection does exist in these coun¬ 
tries, it is quite inadequate ; no medical assistance is given and the 
benefit period is very short. It should be noted here that in the 
more backward countries the laws are generally better observed on 
the plantations than in industrial enterprises. 

The best guarantee for women would, it seems, be a general 
extension of maternity insurance within the framework of social 
security. This is what the national headquarters in Switzerland 
and Czechoslovakia demand. 

On the other hand, in countries like the United States of America 
and the United Kingdom, where female labour has been very widely 
used, it has been realised that the ablest women workers are 
recruited between 25 and 40 years of age. Consequently, in order 
to attract women workers of that age group, creches and day nurseries 
have been established, to a very remarkable degree. In most cases, 
however, they have been instituted through private initiative and 
on a very temporary basis. It is to be feared that many of these 
institutions will disappear with the decrease in the number of women 
workers following the cessation of hostilities. This question is parti¬ 
cularly important since, according to some authorities, the employ- 
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ment of women results in a serious fall in the birth rate. The 
point is open to question (cf. Russia, for example). It is certain, 
however, that a well-organised cr&che system would definitely help 
to encourage motherhood, as would also laws providing pregnancy 
and maternity protection. 

It should always be borne in mind that a mother who is employed 
has many other tasks to do outside of her work at the factory. But 
we shall have to return to that question later. 


n. Lower Rates of Pay for Women 

In some cases, as we have seen, maternity protection constitutes 
a part of women’s wages. It cannot, however, be accepted as a 
reason for the lower rate of pay which they receive. 

After a survey of women’s wages in the various countries, in 
the various branches of work, at different periods, we are going 
to consider and discuss the main factors responsible for the difference 
in the amounts earned by men and women. We shall see that these 
factors are not, in reality, valid reasons for the lower rates paid to 
women and that the slogan “ equal pay for equal work ” is therefore 
perfectly legitimate. 

The elements which have affected women’s wages are quite 
diverse, some resulting from the status granted to women by tradi¬ 
tion and the structure of present-day society ; others from the very 
protection afforded by law to women workers ; still others, finally, 
are the result of economic situations which must be remedied. 

(A) Survey of Rates of Pay for Women. 

The percentage difference between the rates of pay for women 
and men varies greatly from one country to another (Austria, 
60-80 per cent. ; Denmark (hourly rates), 60 per cent. ; Finland, 
80 per cent. ; Ireland, 56 per cent. ; Norway, 62 per cent. ; 
Switzerland, 69 per cent, for manual workers, but only 56 per cent, 
for office or shop employees ; Sweden and Italy, 70 per cent. These 
percentages relate to 1945-1946, except in the case of Ireland, for 
which the statistics are those of 1944). 

In the Union of Soviet Socialist Republics, the principle of equal 
pay for women and men has actually been put into effect. There, as 
in Yugoslavia also, the Constitution provides that women be granted 
equal rights with men in every field of economic, public, cultural, 
social and political life. Specific provision is made for equality of 
rights between men and women as regards remuneration. It should 
also be noted that the principle of equality is in practice applied in 
Czechoslovakia. 

In all countries, however, most women are in the lower-wage 
brackets, while men’s salaries are usually on the intermediate levels. 
Thus, a graph in a report to the American Senate dated October 1945 
shows that most women’s wages average between 60 and 90 cents an 
hour, while those of men average mostly between 70 cents and $1.20 
an hour. 

Women cure thus always at a disadvantage, though their position 
is less unfavourable in certain industries. The following percentage 
figures show the relation between rates of pay for women and men : 
Austria in 1946 : chemical Industry, 60 per cent.; electrical industry, 
68 per 1 cent.; textile industry, as much as 82 per cent. Denmark in 
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1946 : leather, 58 per cent, (minimum) ; pottery, 76 per cent, (maxi¬ 
mum). 

In France the situation is now undergoing a change. It may be 
noted that since 1914 the difference between rates of pay for men and 
women has steadily decreased (Paris region metallurgy in 1913, 
women's pay 55 per cent, of men's ; in 1917, because of the war, 
83 per cent. ; in 1921, 68 per cent. ; in 1936, 86 per cent.). The regu¬ 
lations on wages introduced on 15 March 1945 give men a 10 per cent, 
advantage. This difference was subsequently abolished by the Labour 
Ministry's ruling of 30 October 1946. 

In Ceylon, in the occupation for which wage councils have been 
set up, the rates for women vary between 70 and 89 per cent, of the 
rates fixed for men. 

In all countries where statistics have been compiled on this sub¬ 
ject, it has been observed that skilled women workers are at a greater 
disadvantage than the others. In Austria in 1946, for example, in the 
chemical industry, a skilled woman worker's pay was 60 per cent., an 
unskilled 67 per cent, of a man’s ; in the textile industry, expert or 
skilled, 75 per cent. ; unskilled, 82 per cent. 


(B) Factors which have Contributed to Lower Rates of Pay for 
Women. 


Women who have only their pay to live on must compete 
with girls who live at home and with married women who are merely 
seeking additional income. In Australia and New Zealand, the 
minimum pay for women was fixed before 1914 at 54 per cent, of 
the amount paid to men, because a woman’s earnings were supposed 
to provide for a single woman while a man’s represented provision 
for a married man with three children. 

All work deserves to be paid for so as to afford the worker an 
adequate livelihood. The fact that a woman is less often than a man 
the main support of the family is no excuse at all for her being 
inadequately paid for her work. It should be noted that a man's basic 
earnings are not affected by his family status and neither should a 
woman's be. Trade unions should carry on active propaganda to give 
all women workers a sense of their worth. 

As a matter of fact, most of the women who work are obliged to 
do so in order to earn their living. In France, in 1946, there were 
eight million women employed in industry, seven million of whom 
needed their earnings to live on. In the United States of America, 
when an investigation was made in the State of New York, it was 
found that 93 per cent, of the women workers had to work to support 
their family. Another investigation, again in the United States of 
America, shows that the number of families where a woman is the 
head of the household increased by 53.4 per cent, between April 1940 
and May 1945. 

Because of the traditional belief that a woman's place is in the 
home, the number of women who work at home is still very large. 
Not being organised, they are very often exploited by their employers. 
Their position is particularly tragic in the more backward countries. 

This exploitation of home workers, which in many cases still 
continues in spite of the International Labour Convention of 1928 
concerning the creation of minimum wage-fixing machinery, is a 
disgraceful situation which must be stopped by every means possible. 
What is needed is State intervention through ad hoc legislation (as 
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for example the new French laws on social security which give a 
certain degree of protection also to people who work at home) and 
also a trade union for home workers. Women who work at home are 
often not declared by their employers and do not therefore enjoy any 
protection. 

It should be noted also that though a woman is legally eligible 
for all types of employment, this privilege is, in actual practice, 
greatly restricted. In countries where the legislation grants women 
full rights, it is only seldom that they gain access to higher posts. 
Even in the industries where many women are employed, though the 
percentage of women in executive posts is higher, it is still lower 
than it ought to be. In Denmark, for instance, in the textile industry, 
where labour is predominantly female, women held only 15 per cent, 
of the executive posts in 1935. In other countries, such as Czecho¬ 
slovakia and Norway, which are socially advanced, the percentage of 
women in executive positions is still very small. In the Union of 
Soviet Socialist Republics, on the other hand, the percentage of 
women holding technical and supervisory positions has more than 
doubled in six years. In 1933 women represented 9.2 per cent, and in 
1939, 20 per cent. 

‘There is a great propaganda work to be done in this field, both 
amongst the general public and amongst women themselves. Often 
(as has been noted in the United States of America and in France) 
women are satisfied to do routine work ; they make no attempt to 
improve their situation, and hesitate to change their habits, even in 
order to obtain higher wages. This lack of initiative is often due to 
the fact that women workers have no chance of benefiting from the 
experience of more varied work, which would be more responsible 
and also more interesting to do. It has also been suggested that the 
statutory limitations imposed on the employment of female labour 
justified the payment of lower wages. 

Actually, while most legislations recognise the equality of the 
sexes as regards working hours, there are some rather important 
restrictions in this matter. In Austria, before 1934, the working 
week was 44 hours for women, instead of 48 as for men. Night work 
is generally prohibited for women. Often the amount of overtime is 
limited by the fact that women are not allowed to work beyond 
a certain hour (10 p.m. in England and Ireland, 9 p.m. in Finland). 

Some countries (Switzerland, the Netherlands) have laid down 
stricter rules in the case of women with domestic responsibilities. 
Most countries, even those where there is complete equality between 
the sexes (Czechoslovakia, Yugoslavia), have, in the interests of 
mothers and children, limited as far as possible the admission of 
women to certain specially harmful types of industry, such as mining, 
white lead painting, the phosphorus industry. The regulations are 
far less strict in backward countries and have been severely modified 
as a result of the war. 

It should be pointed out that the limitation of working hours 
should not affect payment by the hour, and the Recommendation 
voted by the International Labour Conference, concerning em¬ 
ployment organisation in the transition from war to peace, 1944, 
lays down the following principle : “ The redistribution of women 
workers in the (peace) economy should be organised on the principle 
of complete equality of opportunity for men and women... without 
prejudice to the provisions of international labour Conventions and 
Recommendations concerning the employment of women. ” 
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Furthermore, if the work is properly organised, female labour 
can be employed without inconvenience. In the United States the 
following fact has been observed. A factory was working in three 
shifts, two composed entirely of men and one composed entirely of 
women. The women were paid 10 cents less per hour than the men 
and their output was from 6 to 7 per cent. more. 

It is often housework which prevents women from working over¬ 
time. The proper organisation of creches, day nurseries, canteens, 
and possibly centres for doing laundry and mending, would probably 
remedy this situation. But this problem is closely linked with the 
question of the overhead costs involved in the employment of female 
labour and the question of female absenteeism. We will examine it 
later. 

As a result of the laws for the protection of women workers, the 
employment of female labour often involves additional overhead 
charges : toilet accommodation, higher insurance rates, probably 
creches, etc. In the more backward countries, certain kinds of work 
are forbidden to women, even though they suit them better than 
other heavier work. But the employment of women would require 
certain adjustments, which people are reluctant to make. Yet, im¬ 
provements in working conditions benefit everyone and it is wrong 
that women workers should, in a certain degree, be the only sufferers. 
As industry develops, continual efforts are made to lighten work, 
to cut down working hours, etc. The improvements that the em¬ 
ployment of female labour necessitates are but an indispensable and 
normal stage in this evolution. Thus, in the United States of America, 
it has been noticeable that demobilised men seek work in factories 
staffed by women during the war because they are cleaner and more 
sanitary. 

An excuse for paying lower rates to women has also been found 
in the absenteeism of women workers. Absenteeism is admittedly 
greater amongst women than men (in England and in Australia, for 
example, women are absent twice as often as men) and it has 
therefore sometimes been agreed that the less regular worker should 
receive less pay. This question, like that of working hours, is linked 
up with the living conditions of women wage-earners. Women have 
always a considerable amount of housework to do in addition to their 
paid work. An interesting survey made by the Ministry of Labour 
in France provides significant figures on this subject : “Asa whole, 
women spend an average of 3^2 hours on housework and the pur¬ 
chase of food on every working day, and 7^2 hours on rest days, that 
is, nearly 29 hours a week, or almost three-quarters of their working 
hours. ” It is not surprising in these circumstances that women are 
absent more often than men ; because they are really doing two 
jobs at once. One or the other must suffer. 

It seems that here again the solution would be a proper organ¬ 
isation of canteens, laundries, mending centres, creches, etc. Such 
centres are already functioning in certain factories in the Paris 
region to the great satisfaction of the women workers. Their creation 
is generally due to the women's group in factory labour-management 
committee. They are therefore under the direct control of the women 
workers, who can thus have full confidence in them. Two difficulties 
hindered the organisation of these useful bodies in the Paris region : 
scarcity of machinery and lack of premises. It seems that in the case 
of the first difficulty it should be possible for trade unions to help 
each other on the international plane. Certain countries could provide 
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machinery for those which are without it. As a result of experiments 
made in France, it was found that group laundrying was 30 per cent, 
cheaper than private laundries. Women workers will, therefore, have 
no further incentive to stay away from the factory in order to do 
their washing. Furthermore, certain countries (Czechoslovakia, for 
example) have fixed the times for the opening of shops so as to allow 
women workers to do their shopping easily outside working hours. 

The problem of cr&ches is more difficult. The cr&ches with the 
highest hygienic standards are those established on the initiative 
of the trade unions, but they are near the factory, often far distant 
from the women workers’ homes. The objective should be to have 
crdches organised in each neighbourhood, which would be open at 
times which would allow working women to bring their children 
before themselves setting off for work. In backward countries 
the problem of creches is also acute ; the few establishments of 
this kind in existence leave much to be desired. 

Consideration should also be given to the problem of domestic 
help in the event of sickness either of the woman worker herself or 
a member of her family. There again it seems that the best solution 
would be the creation of special collective organisations. 

It must be noted that Article 122 of the Soviet Constitution 
grants the. same rights to women as to men and provides for the 
protection by the State of the interests of the mother and child, in 
addition to a wide system of maternity homes, creches and kinder¬ 
gartens. Considerable efforts along these lines have also been made 
in Yugoslavia. 

These material problems seem only remotely connected with 
female absenteeism, but as a matter of fact the regular attendance 
of the woman worker at the factory depends upon their solution. 
Investigations made in the United States of America and in France 
on this subject reach the same conclusion. However, even if, in view 
of the stage of social organisation reached in a large number of 
countries, feminine absenteeism is substantial, it does not justify 
setting a lower value on the work done by women. Payment should 
be made for the work actually done and wages should not be 
affected by external considerations. 

Among the economic factors conditioning lower wages for women 
must also be numbered the much-discussed question of the physical 
and professional capabilities of female labour. The arguments adduced 
by the detractors of these capabilities may be summarised as follows : 
women have less physical strength than men ; vocational training 
for women is usually inferior ; women only stay in industry a short 
time, particularly after the age of twenty-five. 

The statistics furnished by employers and published by the 
Royal Commission on Equal Pay, London, 1945, give the following 
figures : 

Between 18 and 20 years of age : 79 per cent, of women are 
gainfully employed ; 

Between 21 and 24 years of age : 65.1 per cent, of women are 
gainfully employed ; 

Between 25 and 29 years of age : 42.7 per cent, of women are 
gainfully employed ; 

Between 30 and 34 years of age: 29.6 per cent, of women are 
gainfully employed. 
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In the case of men, on the other hand, the percentages for the 
same age groups are more or less constant: 95.4 per cent, 97.3 per 
cent., 98.4 per cent, 98.5 per cent. 

These arguments call for certain comments. In view of the de¬ 
velopment of mechanisation, the importance of physical strength in 
work is steadily decreasing. The high degree of mechanisation in 
production also creates possibilities for fine and delicate work, par¬ 
ticularly suitable for women. Machinery has often been reproached 
with reducing the skill of the worker and making work purely auto¬ 
matic. But it might be remarked with no less justice that mass pro¬ 
duction also entails a continual seeking after greater perfection 
and the constant invention of new means of improving production 
and cutting down expenditure, with less fatigue for the worker. One 
could quote here the example of the steady improvement in weaving 
looms, the evolution of the lathe, the mechanisation of cotton¬ 
spinning, beating, carding, combing and drawing, the replacement, 
in cotton-spinning, of the self-acting looms by throstle frames, which 
has rendered possible the employment of women specialists as 
“throstle frame operators”. This development allows factories to 
employ a large number of women, in processes where they can 
now work more easily and with less fatigue. 

In the Union of Soviet Socialist Republics, since 1918, special 
commissions have been set up in the trade unions to fix rates of 
pay in accordance with qualifications and the risks involved, irrespec¬ 
tive of sex. The application of this policy of equal pay has brought 
about a continual rise in women’s pay in relation to men’s pay. 
The over-all daily wage for women employed in industry, in 1914, 
represented' 47.2 per cent, of men’s wages, and in 1930 it was 
already 67.4 per cent. It should be pointed out that wages increased 
more slowly, in industries such as the textile industry, where female 
labour predominates, this very fact rendering more difficult com¬ 
parison of their work with that of men. 

Studies have been made in the United States on this subject, 
and in certain cases it was found that the work done by a woman 
was rated at from 60 to 66 cents per hour, while the same work done 
by a man was paid for at the rate of 80 to 85 cents. A scientific 
analysis of the work showed that, even if women did not, in the same 
class of job, turn out as much as men, they were nevertheless worth 
a wage of from 74 to 80 cents per hour. Thus the physical strength 
factor is much less important than is generally believed. Finally, 
this factor plays no part at all in the case of women office workers, 
who are often paid less than their male colleagues. The investiga¬ 
tions made by the Council of Women Workers which functioned 
in Australia from March 1942 to October 1944 yielded the same 
conclusions. In accordance with their qualifications and their output 
in relation to men, the women with whom the Council had to deal 
earned wages representing 60 to 100 per cent, of those paid to the 
men. And this female labour did not involve any additibnal expen¬ 
diture for the employers. The studies of the National War Labour 
Board of Canada convinced the Board that a woman often produces 
as much or more than men. The organisation concluded that they 
generally deserve payment equal to 90 per cent, of men’s basic pay. 

It is true that the vocational training of women is often inferior. 
In France, for instance, in the metallurgical industry, 106,000 women 
out of 188,000 were doing specialist work, but only 6,000 were fully 
qualified. Despite the Recommendation of the International Labour 
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Conference of 1939 on vocational training, there is still an immense 
amount of leeway to be made up. In backward countries the situation 
is very serious, owing to the complete lack of education of the 
majority of women. When there are girls' schools, they are often 
poorly attended, as the girls are busy looking after younger children. 
This lafck of education has serious drawbacks ; it makes it impossible 
for women to acquire any vocational training at all and to obtain 
better paid and lighter work as a result of that training. Further¬ 
more, because of their ignorance, women remain in those occupations 
where the workers are least organised ; thus, they take very little 
part in trade union activities, and for that reason constitute a branch 
of labour particularly easy to exploit. 

In Latin America, where there is equality in theory, women 
have no actual equality, as the curricula in primary and secondary 
girls' schools differ from those in boys' schools. Consequently, they 
cannot have access to the same technical and vocational training. 

Since the war, certain countries like India and China have made 
great efforts to improve education and vocational training for 
women, but there is still much to be done, and trade unionism might 
be very useful in this field. 

However, it should be pointed out that women profit less from 
specialisation than men, since, as we have seen, their wages do not 
increase in the same proportion. On the other hand, in countries 
like the United States, and particularly in England and Canada, the 
war led to a rapid development in vocational training for women, 
and it was noticed that women were quite capable of replacing men. 
As fitters they even proved to be slightly better than men. The facts 
thus go to prove how little foundation there is for scepticism about 
the professional abilities of women workers. The examples on which 
we base our arguments are taken from the Reports and Bulletins 
of the Women's Bureau of the United States Department of 
Labor, 1945. 

In France, students at the vocational training centre for women 
metallurgical workers at Puteaux have shown that women are quite 
capable of becoming qualified workers in this trade, which until now 
has been essentially masculine. 

If women do not constitute such a stable labour force as men, 
that is precisely because they are seldom qualified, and therefore 
have no definite trade to which they are attached and in which 
it is worth their while to remain after marriage. 

Finally, it must be pointed out that if men have greater physical 
strength than women, the latter, on the other hand, possess other 
qualities which should make their work valuable. They are generally 
skilful and careful about details. These qualities, due to some extent 
to natural preselection, should be carefully fostered in all women 
in order to enable them to enter the occupations to which they 
are suited and in which their abilities will be fully appreciated. (In 
civilised countries for many years, certain occupations have been 
statutorily closed to women. This is a sort of preselection based on 
the physical nature of women.) 

Consequently, the expansion of vocational training for women 
would greatly contribute to obtaining equality of pay. We cannot, 
therefore, agree that unequal rates of pay between workers of the 
two sexes is in any way justified. Women can do their work quite 
as well as men. However, the conditions in which they have to 
work do not always permit them to do so. Every effort should there- 
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fore be made to improve these conditions still further. It is already 
certain that this can be done and so basic inequality between the 
rates of pay for men and women can no longer be accepted. 

(C) Equal Pay for Equal Work . 

This formula, for which many central associations of trade 
unions are at present fighting, is therefore quite legitimate. However, 
its exact meaning should be defined and effective methods of 
applying it should be studied. 

(a) How the formula should he understood . Whenever a woman 
replaces a man and does the same work, she should receive the 
same pay. In England, during the war, equal pay was only granted 
after a probationary period of thirty-two weeks (sometimes twenty- 
four or twelve). The woman should be capable of working without 
extra supervision or assistance, in the same conditions as the man 
she replaces. Cases as simple and well-defined as this are rare ; 
usually the woman does not do exactly the same work as the man, 
but very similar work, for which, however, the pay is considerably 
less. In this case also, a means of applying the formula must be 
found, that is to say, the woman worker should be paid according 
to the real value of her work, not a rate based on a prejudice against 
female labour. The problem is therefore to find a rate for the job 
and not for the individual who does it. That principle has been 
applied, as we have seen, in all the war industries in which women 
have had to replace men. It should now be applied to all women 
workers, even those who are doing work regarded as essentially 
feminine. 

(b) Practical problems raised by the logical application of 
the formula “ equal pay for equal work One might have 
thought that the increasing adoption of piecework would have led 
automatically to equal pay. That, however, is not the case. Appar¬ 
ently it is only in Finland that payment at piecework rates means 
that women receive the same wages as men, even if the hourly rates 
of pay differ in the industry concerned. Generally that is not the 
case, since piecework wages are based on the hourly rates of pay. 

In the Netherlands, payment at piecework rates entails a maximum 
increase of 20 per cent, in the hourly rate of pay, and so women are 
still at a disadvantage. The situation is the same in Great Britain, 
where piecework rates of pay can easily amount to 27.5 per cent, 
more than payment by the hour. 

In the United States it is estimated that more than a third of the 
women workers are paid at piecework rates. The system is parti¬ 
cularly widespread in the textile, leather and clothing industries, in 
which women workers predominate. Work demanding manual dex¬ 
terity and skill is frequently undervalued in these industries. 

Piecework therefore does not ensure women workers fair rates 
of pay. Furthermore, there are several trades where piecework 
rates of pay cannot be applied. Therefore a job-assessment system 
must be found which would make possible to reassess women's 
earnings on a scientific basis. 

In the United States of America a permanent section was set 
up in 1920 in the Department of Labor to study the question of 
equal pay. This section found it had to envisage a reclassification 
of occupations, based on qualifications, responsibility, intellectual 
and physical capacity, and conditions of work. The Women's 
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Bureau of the Department of Labor then made investigations in 
various establishments and reached the following conclusions : 

The enterprises (for example, certain telephone companies) had 
oftfen fixed the job, and consequently the wage, categories them¬ 
selves ; but these job categories contained artificial differentiations 
resulting in lower wages for women. Frequently also a job was 
incorrectly rated ; women’s work demanding manual skill and a 
certain amount of intelligence was qualified as easy while men’s 
work only demanding strength was said to demand certain qualifi¬ 
cations. Thus, the wages are low in certain branches of leather 
working for which real qualifications are necessary, whereas they 
are high in the building trades which often demand physical strength, 
but in many cases few other qualifications. Even in the industries 
where it is easy to compare jobs with one another, flagrant injustices 
were observed. In the big electricity concerns each job was assessed 
by its content according to a certain scale. That should have led to 
the principle “equal pay for equal work” being applied. Actually, 
however, men’s work assessed at 39 “work points” was paid 
75.5 cents an hour, whereas women’s work assessed at 68 “work 
points ” was only paid 66 cents. 

Apparently, therefore, in order to obtain a fair division of wages 
a fair assessment of work must first be made. Reclassification 
should be carried out in each branch of industry ; it would be based 
on a comparison between the work of men and women. Where only 
women were employed, the comparison might be made with related 
industries employing male workers. 

When the value of a job has been correctly assessed, and conse¬ 
quently equal pay for men and women has been achieved, it will 
still be necessary to consider how to apply these new rates of pay 
in the various industries. Where women workers are not in the 
great majority, reform will probably be easier. The women workers 
are generally better organised and their wages are already closer 
to those of the men. But, in industries where women are in the 
immense majority the situation is different; trade union organisations 
are less developed, and comparison with other jobs is more difficult. 
Demands for fair pay must be supported by Governments, and their 
application must be carefully controlled both by the public autho¬ 
rities and the trade unions. 

The main object to be achieved is this general and scientific adjust¬ 
ment of wages, which is also provided for in a Recommendation by 
the International Labour Conference of 1944. We must not, however, 
lose sight of immediate realities and content ourselves with reforms 
which only exist on paper. In this field good legislation is not 
enough to ensure that women workers obtain their due. We have 
seen that in the United States, in those Sjtates which had passed 
a law on equal pay, employers have done their best to continue 
underpaying women’s work. The position of the American woman 
worker is not so very enviable. 

In' Australia only women workers who come under the Council 
of Women Workers have obtained equality ; other women workers 
are still in a less advantageous position. 

In England the campaign for equal pay originated with the 
trade unions and has usually been waged in rather empirical fashion: 
Women workers have nevertheless obtained real advantages, which 
will probably be extended as a result of the work of the Royal 
Commission for Equal Pay. 
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Finally, in France the campaign has been waged on two parallel 
levels, legislative and trade union, and it is in France that women 
have secured the greatest advantages, though it is possible that 
those advantages have not been definitively won. The difference in 
women’s pay has been progressively reduced and is stabilised at 
about 7.5 or 8 per cent. (July 1947). A certain reaction, however, 
against equal pay rates may be noticed. There is a tendency to 
grant larger pay increases to male workers than to female workers, 
which leads to the difference in rates being widened (this is parti¬ 
cularly noticeable in the metallurgical industry, where the difference 
rose from 3.2 per cent, in January 1947 to 6.5 per cent, in July 1947). 
Moreover, it is among ordinary manual workers that this tendency is 
most noticeable (difference : April, 4.2 per cent. ; July, 7.3 per cent.). 
In this category women are very numerous, and may be dearly 
divided from men workers. Qualified women workers, on the 
contrary, seem to be placed more and more on the same level as 
men workers, and the difference in pay rates fell from 11.8 per cent, 
in April to 8.9 per cent, in July. Finally, the breaking down of 
official grades due to a greater increase in low wages has been more 
noticeable among men than among women. 

We should remember that in the Union of Soviet Socialist 
Republics, where th.ere is equality, the trade unions were responsible 
for the reform. This factual development is a good indication of 
the essential importance of trade unionism in this matter ; women 
are less well-organised than men, and manual workers less well- 
organised than qualified workers. Consequently it is obvious that 
women manual workers are the branch of manpower most easily 
exploited, and this is confirmed by the figures. 


Conclusions 

The facts we have just described enable us to come to definite 
conclusions on very different subjects. First of all, there is a social 
problem involved : to lighten, as far as possible, the duties of the 
woman worker outside her employment Then we have to consider, 
on the one hand, the problem of vocational training for women, and, 
on the other hand, the scientific as well as the practical problem of 
framing an international scale, that will enable wages in general 
and women’s wages in particular to be fairly assessed. 

Finally, we shall note the importance of women’s trade unions 
for the solution of these various problems. 

(A) Easing the Strain on the Woman Worker Outside Her 

Employment 

We have seen that, in several cases, household cares were a 
handicap for the working woman. She should, therefore, be relieved 
of them as far as possible. The problem is not merely to create 
useful organisations (canteens, cr&ches, day nurseries, laundries, 
mending centres, assistance for the mother in case of illness of 
husband or child), but these organisations must Inspire absolute 
confidence in the parties concerned and Intelligent and effective 
propaganda must be carried out on their behalf. This would be a 
very useful but rather difficult task, for it is necessary to overcome 
the present deeply-rooted prejudice of the housewife, who thinks 
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it her duty to spend valuable hours darning linen instead of giving 
it to a centre organised for that purpose. The best results in this 
domain have been obtained through the trade unions. 

(B) Vocational Training 

We have seen also that women are perfectly capable of acquiring 
good vocational training. But they must be given the opportunity to 
do so. In France, for example, there is too great a tendency to 
put girls to sewing, embroidery, mending, etc., without consideration 
of their individual tastes. If women are entitled to the same pay as 
men for the same work, they must also be given an opportunity of 
performing this' work and therefore of being trained for it. 

Considering the widespread shortage of labour and particularly 
of skilled workers, the moment is favourable for the development 
of vocational training for women. Not only, therefore, should 
vocational schools for girls be established, but public opinion should 
be induced to accept the idea that girls should be trained for 
callings often considered hitherto as essentially masculine. Every 
trade union should consider which apprenticeships within its province 
should also be open to girls. 

The reconversion of war industries must not deprive women of 
certain advantages they have gained. In England, for example, in 
the Government plans for rehabilitating specially trained war workers 
for work in peace industries, no provision has been made for women. 
Here again, women should be entitled to vocational training equally 
with men. 

(C) , Creation of Standards for the Assessment of Work 

Even if the problem of the reclassification of jobs may appear, 
at first sight, difficult to carry out at present, there is still no 
reason to neglect it. This scientific reclassification will completely 
eliminate the two still firmly-rooted categories of female work 
(badly paid) and male work (better paid). It will also enable a 
fair wage to be fixed as payment for work done. 

The co-operation of the trade unions seems indispensable in order 
to establish a fair scale for job assessment. American draft legis¬ 
lation on equal pay provided for industrial committees to determine, 
each in their own domain, scales of pay applicable to both sexes. 
In the international sphere our International Professional Department 
could furnish interesting data for each branch of industry, which 
would enable it to establish in its own domain a wage-scale based 
on the value of the work, without distinction of sex. 


(D) Women’s Trade Unions 

Despite the complexity of the problems, there is one point which 
is absolutely certain : one is never better served than by oneself. 
It is women who must take the initiative, but at the same time 
militant trade unionists must take widespread action to get women 
to join the trade union organisations in great numbers. It would 
appear that through women's trade unions, several schemes drawn 
up by experts of the I.L.O. Commission on Women Workers (1946) 
for improving the lot of working women could be carried into effect. 
We have seen that in France, for example, it is the women’s commit- 
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tees of the works councils which are at the back of organisations 
for assisting the housewife. The vocational schools often depend 
on the trade unions ; the more women there are in the trade unions, 
the more vocational training they will be able to acquire and so 
achieve real economic equality. 

It is incumbent on organised women workers to carry on active 
individual propaganda to combat existing prejudices. Under present 
conditions it is more than ever necessary to prove to male workers 
the necessity of women’s work and to make them understand that 
the woman worker has to struggle like themselves. It is also 
necessary to emphasise the fact that the division of workers 
according to sex endangers the solidarity of wage-earners and the. 
effectiveness of their activity ; it should be pointed out that in 
present-day society clashes of interest are artificially created, but 
that, in reality, they do not exist. 

The trade unions have to combat the mental attitude of certain 
male workers who fear a loss of prestige through the admission of 
women to certain occupations on an equal footing with men. During 
the war, woman won her place in the trade union organisations 
(sometimes with difficulty) but the figures are there : in England, 
in 1939, 970,000 ; in 1944, 1,805,000, or more than 23 per cent, of 
the membership. It should be her aim to keep this place and to 
develop in women workers a taste for trade union activity by 
showing the practical and immediate advantages to be derived from 
it. It is through trade unionism that every woman worker will 
become aware of her own worth and the interests that she has to 
defend. 

However, women are not so well organised as men, nor are they 
so well aware of their rights and interests. This enables certain 
persons and certain influences to place them in opposition to male 
workers. The results of this opposition are therefore clear : pro¬ 
duction and economic and social progress are retarded and interna¬ 
tional agreements are violated both in the letter and the spirit. 

Under these conditions international action is imperative. We 
fully appreciate the efforts made by the I.L.O. since its inception to 
find a solution for the problem, the details of which we have just 
analysed. But it must be noted that, in this matter, they have 
merely formulated general principles, sometimes rather vaguely, in 
certain Recommendations and Resolutions. 

• It is necessary, therefore, to particularise, deepen and widen the 
action already begun, especially as the words uttered by Albert 
Thomas in 1929 are still valid : “ We have sometimes thought that 
the first state in the protection of workers was past, that the most 
elementary reforms had been achieved, that women and children 
were protected throughout the world. As we try to see how our 
agreements are being put into effect, we find that Robert Owen’s 
work itself has not yet been carried out. ” 
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